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Preface 


| consider the Indexed Security Investment Plan (ISIP) described in this paper to be 
an essential element of the Government's recovery program. During my pre-budget 
consultations most groups expressed concern about the debt-equity imbalance on 
the balance sheets of Canadian corporations, and emphasized the need for addi- 
tional incentives to encourage individual Canadians to make equity investments. The 
introduction now of the ISIP is a timely response to this concern. The plan will 
encourage Canadians to invest a greater proportion of their savings in listed common 
shares of Canadian companies. This will assist Canadian corporations to raise addi- 
tional equity capital and reduce their reliance on debt financing. 


It has been recognized that inflation can lead to significant distortions in the calcula- 
tion of income tax liabilities. The government of Canada has been conscious of these 
distortions and, indeed, has taken important steps to address them. 


Canada was one of the first industrialized countries to implement a system of auto- 
matic indexing of personal income tax brackets and exemptions. Since its com- 
mencement in 1974, personal exemption and tax bracket limits have increased by 
135.8 per cent. This has meant significant tax savings to individual Canadians. The 
$1,000 investment income deduction, introduced in 1974, was another important 
step in this direction. By way of comparison, the United States has only recently 
passed legislation to establish a system of automatic indexing, beginning in 1985. 


These measures, while significant, do not fully address the tax distortions caused by 
inflation. Thus the government has been pursuing ways of making additional adjust- 

ments to the tax system. The discussion paper, /nflation and the Taxation of Personal 
Investment Income, released last June, was an important initiative in this regard. 


The Indexed Security Investment Plan is a significant step in the systematic search 
for ways to remove the adverse effects of inflation from our tax system. The indexing 
of ISIP investments will result in a large reduction in the tax on capital gains on listed 
common shares of Canadian companies as it will eliminate the taxation of the infla- 
tionary portion of capital gains on these shares. 


There has been considerable consultation at all stages in the design and develop- 
ment of the Indexed Security Investment Plan. Many of the suggestions made during 
these consultations have been incorporated into the plan. One important change 
relates to the taxation of real (inflation-adjusted) accrued capital gains in an ISIP. The 
government had originally proposed that all real gains and losses in the plan be rec- 
ognized each year for tax purposes. The Advisory Committee on the government dis- 
cussion paper in its report last September recommended that the gains and losses be 
amortized at a rate no higher than 35 per cent per year. In response to further 
representations, | am pleased to announce that taxpayers will be required to recog- 
nize only 25 per cent of gains and losses in an ISIP each year, with the balance car- 
ried over to the following years. The present practice of taxing one-half of capital 
gains will also apply to the ISIP gains. 


| wish to thank all groups and individuals who have contributed their time and efforts 
to the development of ISIP. | especially wish to acknowledge the efforts of the Advi- 
sory Committee. 


| am tabling today the draft legislation to implement the ISIP measure as of October 
1, 1983. | invite concerned groups and individuals to forward their comments and 
questions on this draft to the Department of Finance. In order to allow for their timely 
consideration, comments and representations should be made by May 31, 1983. 


Honourable Marc Lalonde 
Minister of Finance 
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The Indexed Security Investment Plan 


Introduction 


In his Economic Statement of October 27, 1982, the Minister of Finance, the Honour- 
able Marc Lalonde, announced that it was the government’s intention to proceed 
with the implementation of a Registered Shareholder Investment Plan. Under this 
plan, the inflation portion of capital gains on common shares of public Canadian cor- 
porations would not be subject to tax. 


The plan, now called the Indexed Security Investment Plan (ISIP), was originally pro- 
posed in the budget of June 28, 1982. It was subsequently referred to an Advisory 
Committee of private sector representatives chaired by Mr. Pierre Lortie, President of 
The Montreal Exchange, who recommended that the plan be introduced. This paper 
sets out draft legislation to implement the ISIP measure. While there has been consid- 
erable consultation with interested groups and associations in preparing this legisla- 
tion, its release in draft form allows for additional public input before the final legisla- 
tion is submitted to Parliament for adoption. 


Detailed notes explaining each provision and describing the mechanics of the plan 
accompany the draft legislation. Interested readers should refer to these notes for a 
complete description of the ISIP. The major features of the ISIP are outlined below. 


Background 


An ISIP is an investment plan that for tax purposes allows capital gains on certain 
investments to be fully adjusted for inflation. In an inflationary environment the meas- 
urement of capital gains by reference to historical costs results in an overstatement of 
income and in effect constitutes a tax on capital. The ISIP removes inflation from the 
measurement of capital gains and losses for tax purposes. 


The ISIP will result in a significant reduction in the tax on capital gains realized on the 
disposition of publicly listed common shares of Canadian corporations. Studies sug- 
gest that if the ISIP had been in effect over the last 20 years, the effective tax rate on 
the portfolio of common shares included in the Toronto Stock Exchange Composite 
Index would have been reduced by over one-half. 


To arrive at a measure of capital gains that will be taxable, the cost of shares owned 
under an ISIP will be adjusted each month for inflation. At the end of the year, the 
inflation-adjusted cost of these shares will be compared with their fair market value. 
The difference between the two amounts—that is, the ‘‘real’’ capital gain or loss for 
the year—will be recognized for tax purposes. 


For example, assume that an investor buys $1,000 of securities at the beginning of a 
year and that the value of these securities increases to $1,100 by year-end. If the 
securities were purchased in an ISIP and inflation were 6 per cent over the year, then 
their cost would be adjusted to $1,060 and the capital gain recognized for tax pur- 


poses would be only $40. By contrast, if the securities were purchased outside an 
ISIP, the $100 increase in the nominal value of the securities when realized would be 


recognized as a capital gain. 


Eligible Participants 


Individuals and most trusts residing in Canada will be eligible to invest through ISIPs. 


Qualified Securities 


Most common shares of Canadian corporations listed on a Canadian stock 
exchange, and certain warrants, right or options for the purchase of these shares, will 
qualify for investment through ISIPs. Units or shares of a mutual fund or an interest in 
a segregated fund of an insurance company also will qualify for inclusion in the plan. 
Where less than 90 per cent of the fund’s assets are qualifying securities, the inflation 
adjustment will be reduced. 


Transfer of Securities 


Qualified securities held by an investor can be transferred to an ISIP at any time. The 
transfer of the securities will be made at their fair market value. This may give rise to 
a capital gain or loss which will generally be taxable or deductible, as the case may 
be, under the existing rules relating to capital gains and losses. 


Establishment of an ISIP 


An ISIP is a written contract between the investor and the administrator of the plan. 
The plan administrator may be an investment dealer, broker, bank, credit union, trust 
company, mutual fund or insurer. There is no limit on the number of ISIPs an investor 
may have; nor are there any restrictions on the maximum amounts that can be 
invested through an ISIP. 


All the record-keeping and calculations for the ISIP will be done by the administrator 
of the plan as part of the ISIP contract. At the end of the year, the administrator will 
give the investor an information slip with all the information necessary for inclusion in 
the investor’s tax return. 


ISIP Calculations 


There are two basic calculations required in an ISIP. The first is the adjustment each 
month to the cost of the pool of ISIP shares (called the indexing base of the plan). 
The adjustment factor (called the indexing factor) is the percentage change in the 
monthly consumer price index (CPI) and applies to the indexing base of the plan at 


the end of the previous month. The second calculation is the determination of the 


portion of real capital gains or losses required to be recognized for tax purposes each 
year. 


The following example (Table 1) illustrates how the indexing base of an ISIP is 
adjusted for inflation. 


Table 1 
Adjustments for Inflation 


Adjustments to indexing base Indexing 
= = = base 
Purchase of Inflation 
securities adjustment”) 
(dollars) $0 
July 4 
4 10,000 
31 0 10,000.00 
Aug. 31 50.00 10,050.00 
Sept. 30 50725 10,100.25 
Oct 34 50.50 LOM SONS 
Nov. 30 50.76 10,20 1651 
Dec. 31 (year-end) 51.00 10;252-61 


(1) The inflation rate in this example is assumed to be 0.5 per cent per month. The actual indexing factor 
to be used is the percentage increase in the CPI during the previous month. 


In the example, an investor establishes an ISIP in July and purchases securities under 
the plan for $10,000 during that month. There are no other purchases or sales of 
securities under the plan during the year. 


The application of indexing adjustments each month increases the indexing base of 
the plan at year-end to $10,252.51. This amount is compared with the fair market 
value of the securities at the end of the year and the difference is the real gain or loss 
from the ISIP for the year. Assuming the fair market value of the securities in the ISIP 
is $11,000 on December 31, the real gain would be $747.49. Table 2 shows this cal- 
culation. 


Table 2 

Calculation of the Real Capital Gain 

Fair market value of ISIP securities at end of Year 1 $11,000.00 
Year-end ISIP indexing base (From Table 1) 10,252.51 
Real gain for the year $ 747.49 


Only 25 per cent of the real gain is required to be reported for tax purposes each 
year (called the capital gain from the ISIP), one-half of which will be taxable (called 
the taxable capital gain from the ISIP). Thus, in the example, an investor will recog- 
nize 25 per cent of the $747.49 real gain, or $186.87, for tax purposes and include 
half of this, or $93.43, in income. The remaining 75 per cent of the real gain is 
deferred. This deferred gain is deducted from the year-end market value of the ISIP 


shares and the new amount becomes the opening indexing base for the plan for the 
next year. Table 3 shows these calculations. 


Table 3 
Calculation of Deferred Gain for Year and Indexing Base for Next Year 


First Year 
Real gain for the year (from Table 2) $ 747.49 
Gain recognized by taxpayer — 25% of real gain 186.87 
Gain deferred — 75% of real gain $ 560.62 
Second Year 
Fair market value of securities at end of first year $11,000.00 
Less deferred gain 560.62 
Opening ISIP indexing base in second year $10,439.38 


During the second year, the indexing base of the ISIP securities will again be adjusted 
for inflation on a monthly basis and the investor will be required to report for tax pur- 
poses only 25 per cent of his real gain for the second year provided he maintains his 
investment in the ISIP. 


Where the value of his investment at a year-end is less than the deferred gain, the dif- 
ference will also be reported for tax purposes. Thus, if the investor were to sell all of 
the securities in the plan, or otherwise terminate the plan, then his entire real gain 
would be recognized for tax purposes in that year. 


Purchases and Sales of ISIP Securities 


ISIP securities can be purchased and sold at any time and in any amounts. There is 
no tax deduction for purchases of ISIP securities. When ISIP securities are purchased 
during the year, the purchase price is added to the indexing base of the plan. When 
securities are sold, the indexing base is reduced by the proceeds. 


Treatment of ISIP Losses 


ISIP losses will generally be treated in the same way as ISIP gains: 25 per cent of the 
real loss from an ISIP for a year will be recognized in the year and one-half of this will 
be deductible, without limit, against other income. The remaining 75 per cent of the 
real loss will be added to the year-end market value of the ISIP securities to compute 
the opening indexing base of the ISIP for the following year. 


Where a plan is terminated, any real loss from the plan for the year of termination will 
be deductible in equal amounts over that year and the next four years. Where an 
investor has a plan with no investments in it at the end of a year and the loss from the 
plan for that year is less than $2,500, the plan will be treated as terminated for tax 
purposes. 


Dividends on ISIP Shares 


Dividends on securities in an ISIP will continue to be taxable each year as received 
and will be eligible for the dividend tax credit. However, neither dividends nor capital 
gains on ISIP securities will be eligible for the $1,000 investment income deduction. 


Interest on Loans to Purchase ISIP Securities 


The interest on funds borrowed for ISIP investments is not deductible for tax pur- 
poses. This is consistent with the recommendations of the Advisory Committee and 
the position taken in the June 1982 consultation paper that allowing a deduction for 
interest expense in addition to indexing would result in a double adjustment for infla- 
tion. However, investors will be able to use ISIP assets as collateral for other loans. 


Effective Date for iSIP 


The effective date for the implementation of the ISIP measure will be October 1, 
1983. This will allow adequate time for the consideration of public comments and 
representations on the draft legislation. 
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Draft Legislation 


DRAFT LEGISLATION WITH RESPECT TO 
AN INDEXED SECURITY INVESTMENT 
PLAN 


1. (1) Subparagraph 3(b)(i) of the 
Income Tax Act is repealed and the follow- 
ing substituted therefor: 


“(i) the aggregate of 
(A) the aggregate of his taxable 
capital gains for the year from dis- 
positions of property other than 
listed personal property, S 
(B) his taxable net gain for the 
year from dispositions of listed 
personal property, and 
(C) the amount, if any, by which 
(l) the aggregate of his taxable 10 
capital gains for the year from 
indexed security investment 
plans 
exceeds 


2. (1) Subsection 9(3) of the said Act is 


repealed and the following substituted 
therefor: 


(3) In this Act, “income from a prop- 
erty’’ does not include any amount that 
is, or that would but for subparagraph 
39(1)(a)(v) be, a capital gain from the 
disposition of that property or any 
amount that is a capital gain (within the 


Gains and 
5 losses not 
included 


meaning assigned by paragraph 10 


47.1(1)(b)) from an indexed security 
investment plan and “‘loss from a proper- 
ty’’ does not include any amount that is, 
or that would but for subparagraph 


39(1)(a)(v) be, a capital loss from the 15 


disposition of that property or any 
amount that is a capital loss (within the 
meaning assigned by paragraph 
47.1(1)(c)) from an indexed security 
investment plan.”’ 


(2) Subsection (1) is applicable to taxa- 


tion years ending after October 1, 1983. 


3. (1) Subsection 18(11) of the said Act 


is amended by striking out the word ‘‘or’’ at 


(ll) the aggregate of his allow-15 the end of paragraph (c) thereof and by 25 


able capital losses for the year 
from indexed security invest- 
ment plans,”’ 


(2) Paragraph 3(d) of the said Act is 
repealed and the following substituted 20 
therefor: 


‘“(d) determine the amount, if any, by 
which the remainder determined under 
paragraph (c) exceeds the aggregate 
of 
(i) the aggregate of amounts each of 
which is his loss for the year from an 
office, employment, business or 
property or his allowable business 
investment loss for the year, and 30 
(ii) the amount, if any, by which the 
amount determined under subclause 
(b)(i(C)(II) exceeds the amount 
determined under subclause 
(b)(i)(C)(1); and” 35 


(3) Subsections (1) and (2) are applicable 
to taxation years ending after October 1, 
1983. 


adding thereto the following paragraphs: 


“(e) acquiring property that is or has 
become an indexed security or for 
which an indexed security has been 


substituted, other than an amount that 30 


relates to a period when the property 
or any property substituted therefor, as 
the case may be, was not an indexed 
security; 


(f) acquiring property that is or has35 


become an interest in a trust that is a 
participant under an indexed security 
investment plan or for which such an 
interest has been substituted, other 


than an amount that relates to a period 40 


when the property or any property sub- 
stituted therefor, as the case may be, 
was not an interest in such a trust; 


(g) making a contribution to, or acquir- 


ing property that is used to make a45 


contribution to, a trust under which the 
taxpayer is a beneficiary and that is or 
has become a participant under an 
indexed security investment plan, other 


than an amount that relates to a period exceeds 


when the trust was not such a partici- (B) the taxpayer’s capital gain, if 
pant; or any, for the year from the plan.”’ 

(h) acquiring property that is a loan to (2) Subsection (1) is applicable to taxa- 

a trust under which the taxpayer, or a 5 tion years ending after October 1, 1983. 5 


person with whom the taxpayer does 
not deal at arm’s length, is a benefici- 
ary and that is or has become a partici- 
pant under an indexed security invest- 
ment plan, or for which such a loan has 1 
been substituted, other than an 
amount that relates to a period when 


the trust was not such a participant.” ‘(v)_an indexed security;”’ 
(2) Subparagraph 39(1)(b)(ii) of the said 
(2) Subsection (1) is applicable to taxa- | Act is repealed and the following substitu- 


5. (1) Paragraph 39(1)(a) of the said Act 
is amended by striking out the word ‘‘or’’ at 
the end of subparagraph (iii) thereof, by 
Q adding the word “‘or’’ at the end of subpa- 
ragraph (iv) thereof and by adding thereto 10 
the following subparagraph: 


tion years ending after October 1, 1983. 15 ted therefor: 15 
: “(ii) property described in subpara- 
4. (1) Section 38 of the said Act is raph (a)(i); Gi). (iii) or (v): and” 
amended by striking out the word ‘‘and”’ at oes (at), aT: 
the end of paragraph (b) thereof and by (3) Subsection 39(6) of the said Act is 
adding thereto the following paragraphs: repealed and the following substituted 
therefor: 20 


“(d) a taxpayer’s taxable capital gain 20 
for a taxation year from an indexed 
security investment plan is Ye of the 
amount, if any, by which 
(i) the taxpayer’s capital gain for the 
year from the plan 


‘“(6) For the purposes of this section, 
“Canadian security’? means a_ security 
(other than an indexed security or a pres- 
cribed security) that is a share of the 
25 capital stock of a corporation resident in25 
Canada, a unit of a mutual trust fund or a 


exceeds bond, debenture, bill, note, mortgage, 
(ii) the aggregate of all amounts, hypothec or similar obligation issued by a 
other than a commission or an person resident in Canada.”’ 


amount that may reasonably be con- 


sidered to relate to a commission, 30 (4) Subsections (1) and (2) are applicable 30 


paid by the taxpayer in the year to a to taxation years ending after October 1, 

person for services in respect of the 1983. 

administration of the plan; and (5) Subsection (3) is applicable after 
(e) a taxpayer’s allowable capital loss October 1, 1983. 


for a taxation year from an indexed 35 
security investment plan is % of the 6. (1) Subsection 40(2) of the said Act is 35 
aggregate of amended by striking out the word “‘and”’ at 
(i) the taxpayer’s capital loss, if any, the end of paragraph (h) thereof, by adding 
the word “‘and’’ at the end of paragraph (/) 


for the year from the plan, and ; ; 
(ii) the amount, if any, by which 40 thereof and by adding thereto the following 


(A) the aggregate of all amounts, Paragraph: 40 
other than a commission or an ““(V) where the taxpayer is a participant 
amount that may reasonably be under an indexed security investment 
considerd to relate to a commis- plan and has transferred a security to 
sion, paid by the taxpayer in the 45 the plan within 60 days after the day 
year to a person for services in on which the security was acquired, his 45 
respect of the administration of loss by virtue of the deemed disposi- 
the plan tion under paragraph 47.1(2)(c) shall 


be deemed to be the amount, if any, by 
which 
(i) the loss otherwise determined 
exceeds 
(ii) any outlays and expenses to the 5 
extent they were made or incurred 
by him for the purpose of acquiring 
the security and were included in the 
cost to him of the security.” 


(2) Section 40 of the said Act is further 10 
amended by adding thereto, immediately 
after subsection (3) thereof, the following 
subsection: 


Losses on 
transferring 
securities to an 
indexed 
security 
investment 
plan 


(3.1) Where, in any taxation year, a 
taxpayer transfers a security owned by 15 
him to an indexed security investment 
plan under which he is a participant and 


(a) the total of all capital losses of the 
taxpayer for the year from dispositions 
of property arising by virtue of transfers 20 
to such plans 

exceeds 


(6) the total of all capital gains of the 
taxpayer for the year from dispositions 
of property arising by virtue of transfers 25 
to such plans, 
the amount of the excess shall be 
deemed to be a gain of the taxpayer for 
the year from a disposition in the year of 
a capital property.”’ 


(3) Subsection (1) is applicable to trans- 
fers occurring after October 1, 1983. 


(4) Subsection (2) is applicable to taxa- 
tion years commencing after December 31, 
1984. 


7. (1) Section 47 of the said Act is 
amended by adding thereto the following 
subsection: 


“(4) Notwithstanding the meaning of 
‘“oroperty’’ assigned by subsection 40 
248(1), for the purposes of subsection 
(1), ‘‘property’’ does not include an 
indexed security.”’ 


(2) Subsection (1) is applicable after 
October 1, 1983. 


8. (1) The said Act is further amended 
by adding thereto, immediately after section 


35 


Meaning of 
“property” 


45 


47 thereof, 
section: 


the following heading and 


“Indexed Security Investment Plans 


47.1 (1) In this section and section 38, Definitions 
(a) “administrator”, in relation to a Spas 
Plan, means the trader or dealer in 5° 


securities, mutual fund corporation, 
mutual fund trust or insurer who has 
entered into the contract described in 
paragraph (f) in respect of the Plan 
other than as the participant under the 10 
Plan; 

(b) “‘capital gain’ of a taxpayer for a 
taxation year from a Plan means the 
amount determined in respect of the 
Plan for the taxpayer for the year under 15 
subsection (9), 48(1.1), 70(5.4), 74(2), 
75(2), 104(5.1) or 128(2), whichever is 
applicable; 


(c) ‘‘capital loss’’ of a taxpayer for a 
taxation year from a Plan means the 20 
amount determined in respect of the 
Plan for the taxpayer for the year under 
subsection (9), (10), (12), 48(1.1), 
70(5.4), 74(2), 75(2), 104(5.1) or 
128(2), whichever is applicable; 25 


(d) ‘fair market value,”’ at any time, of = “Fair market 
a qualified security in respect of a Plan ‘2° 
means 

(i) in the case of a qualified security 

listed or traded on a_ prescribed 30 

stock exchange in Canada, the 

quoted price at that time determined 

in accordance with the method regu- 

larly followed by the administrator of 

the Plan in determining quoted 35 

prices, and 

(ii) in the case of a qualified security 

that is a share of the capital stock of 

a mutual fund corporation, a unit of a 

mutual fund trust or an interest in a40 

related segregated fund trust, the 

amount that would be received in 

respect of that share, unit or interest 

if it were redeemed or disposed of at 

that time, 


or such other amount as may be 
prescribed; 


45 


“Capital gain” 


“Capital loss”’ 


“Indexed 
security” 


“Indexed 
security 
investment 
plan’”’ 


“Indexing 
factor” 


12 


(e) ‘indexed security’? means a quali- 
fied security beneficially owned by a 
taxpayer under a Plan and, where the 
Plan is administered by a trader or 
dealer in securities, held in the care 5 
and custody of the administrator of the 
Plan; 


(f) “indexed security investment plan’ 
means a plan of investment in qualified 
securities that is evidenced by a written 10 
contract 
(i) that is entered into between 
(A) a person resident in Canada 
who is 
(Il) an individual other than a15 
trust, or 
(Il) a trust of which each 
beneficiary is a person 
described in subclause (Il) or 
paragraph 110(1)(a), (b) or (b.1) 20 
(other than the taxpayer 
referred to in any such para- 
graph), and 
(B) a person resident in Canada or 
licensed to carry on business in25 
Canada who is a trader or dealer 
in securities, a mutual fund corpo- 
ration, a mutual fund trust or an 
insurer in respect of a related 
segregated fund trust, and 30 
(ii) under which the trader or dealer, 
corporation, trust or insurer, as the 
case may be, agrees to compute any 
capital gain or capital loss of the 
person referred to in clause (A) from 35 
the plan for each taxation year of 
such person in which the contract is 
in force; 


(g) “indexing factor’ for a particular 
month means the quotient obtained 40 
when 
(i) the Consumer Price Index, as 
published by Statistics Canada 
under the authority of the Statistics 
Act, adjusted in such manner as may 45 
be prescribed by regulation, for the 
month immediately preceding the 
particular month 
is divided by 
(ii) the Consumer Price Index, as 50 
published by Statistics Canada 


under the authority of the Statistics 
Act, adjusted in such manner as may 
be prescribed by regulation, for the 
month that is two months before the 
particular month, 5 


and such quotient is rounded to the 
nearest one-thousandth or, where the 
quotient is equidistant from two one- 
thousandths, to the larger thereof; 


(h) ‘participant’? under a Plan means 10 “Participant” 
any person who has entered into a 
contract described in paragraph (f) 

under which his capital gain or capital 

loss from the Plan will be computed foi 

each taxation year in which the con- 15 
tract is in force or who is a spouse or 

trust who has acquired all the rights 

and assumed all the obligations of such 

a person under a contract described in 
paragraph (f) in circumstances 20 
described in subparagraph 
70(5.4)(e)(ii); 

(i) ““Plan’’ means an indexed security = “Plan” 
investment plan; 


(/) ‘‘qualified security’, at any time, 25 Aces 
means, 
(i) in relation to a Plan administered 
by a trader or dealer in securities, a 
security in respect of which there is 
at that time a subsisting certification 30 
by a prescribed stock exchange in 
Canada that the security is 
(A) a share of a class of the capital 
stock of a corporation incorpo- 
rated and having its head office in 35 
Canada, other than a mutual fund 
corporation or investment corpo- 
ration, in respect of which the fol- 
lowing requirements are met, 
namely, 40 
(1) the class to which the share 
belongs is listed, or is condition- 
ally approved for listing, on that 
stock exchange, 
(Il) the amount that the owner of 45 
the share is entitled to receive 
on the dissolution, liquidation or 
winding-up of the corporation is 
not limited to a fixed or determi- 
nable amount, other than an50O 
amount determinable by refer- 


ence to the entitlement of 
another share described in this 
clause on the dissolution, liqui- 
dation or winding-up of the cor- 
poration and which cannot be 5 
less than such entitlement, 
(Ill) there is no right, privilege, 
restriction or condition attaching 
to the share under any docu- 
ment establishing the corpora- 10 
tion, or any other corporate 
document, that 
1. gives the owner of the 
share the right to cause it to 
be redeemed, acquired or15 
cancelled by the corporation, 
in whole or in part, or to 
cause the paid-up capital of 
the share to be reduced, 
2. limits the amount of the 20 
dividends that the corporation 
may declare or pay on the 
share, or that the owner 
thereof may receive thereon, 
to an amount not to exceed a 25 
fixed or determinable amount, 
other than an amount deter- 
minable by reference to a divi- 
dend payable on another 
share described in this clause 30 
and which cannot be less 
than such dividend, 


3. gives the owner of the 
share the right to convert it 
into, or exchange it for, 
another property, other than a 
share that is, or that if issued 
would be, described in this 
clause, or 


4. gives the corporation the 
right, or obligates the corpo- 
ration, to redeem, acquire or 
cancel (other than a right or 
Obligation to redeem, acquire 
or cancel for the purpose of 
keeping the total number of 
shares of the class to which 
the share belongs that is 
owned by a person or group 
of persons below a specific 
percentage of all shares of 
that class that have been 
issued) the share, in whole or 
in part, to reduce the corpora- 


45 


50 


tion’s paid-up capital in 
respect of the share or to 
convert the share into, or 
exchange the share for, 
another property, other thana 5 
share that is, or that if issued 
would be, described in this 
Clause, and 


(IV) the owners of all shares of 
the class have no right or obliga- 10 
tion under a contract, in equity 
or otherwise, either immediately 
or in the future and either abso- 
lutely or contingently, to dispose 
of their shares to the corpora- 19 
tion, a person not dealing at 
arm’s length with the corpora- 
tion or a partnership or trust of 
which the corporation or a 
person not dealing at arm’s20 
length with the corporation is a 
member or beneficiary, 
(B) a right or warrant that is 
posted for trading, or that is condi- 
tionally approved for such posting, 25 
on a prescribed stock exchange in 
Canada and that grants the owner 
thereof the right to purchase a 
determinable number of shares 
described in clause (A) at a deter- 30 
minable price, or 
(C) an option that is traded on a 
prescribed stock exchange _ in 
Canada and that gives the owner 
thereof the right to buy or sell, as 39 
the case may be, a specified 
number of shares described in 
clause (A) at a specified price, 


other than 


(D) a prescribed security, 40 
(E) a share of the capital stock of 

a corporation in respect of which 
25% or more of the issued shares 

of any class of the capital stock 
are owned by the taxpayer who is 49 
the participant under the Plan, by 
any one or more persons with 
whom the taxpayer does not deal 

at arm’s length or by the taxpayer 
and any one or more such per-90 
sons, or 

(F) an option that gives the tax- 
payer who is the participant under 
the Plan the right to sell shares 


“Specified 
adjustment 
factor”’ 


that he does not own under the 

Plan, and 
(ii) in relation to a Plan administered 
by a mutual fund corporation or 
mutual fund trust or by an insurer.in 5 
respect of a related segregated fund 
trust, a share of the capital stock of 
the mutual fund corporation, a unit of 
the mutual fund trust or an interest in 
the related segregated fund trust; 10 


(k) ‘specified adjustment factor’ for a 
taxation year in respect of a Plan 
means 


(i) where the Plan is a Plan adminis- 
tered by a trader or dealer in securi- 15 
ties, nil, and 
(ii) where the Plan is a Plan adminis- 
tered by a mutual fund corporation, 
a mutual fund trust or an insurer, the 
amount, if any, obtained when .100 20 
is subtracted from the quotient 
obtained when 
(A) the aggregate of 
(1) the total of all amounts that 
are obtained by determining, for 25 
each month in the year, the fair 
market value of all property, 
other than securities described 
in subparagraph (/)(i), owned by 
the administrator in respect of 30 
the Plan at the end of a day (to 
be selected by the administra- 
tor) of the month after the 
twenty-third day thereof, and 
(Il) the total of all amounts that 35 
are obtained by determining, for 
each month in the year, the fair 
market value of all property, 
other than securities described 
in subparagraph (/)(i), owned by 40 
the administrator in respect of 
the Plan at the end of a day (to 
be selected by the administra- 
tor) between the tenth and 
twentieth days of the month 45 
is divided by 
(B) the aggregate of 
(1) the total of all amounts that 
are obtained by determining, for 
each month in the year, the fair 50 
market value of all property 


owned by the administrator in 
respect of the Plan at the end of 
such day of that month as was 
used in computing the fair 
market value for that month for 5 
the purposes of subclause 
(A)(1), and 
(Il) the total of all amounts that 
are obtained by determining, for 
each month in the year, the fair 10 
market value of all property 
owned by the administrator in 
respect of the Plan at the end of 
such day in the month as was 
used in computing the fair 15 
market value for that month for 
the purposes of subclause 
(A)(I1), 

except that where the amount thus 

obtained is not less than .400, it shall 20 

be deemed to be 1; and 


(/) “trader or dealer in  securities’’ 
means a person 


(i) who is registered or licensed 
under the laws of a province to trade 25 
in securities and who is a member of 
a prescribed contingency fund, 
(ii) that is 
(A) a bank to which the Bank Act 
or the Quebec Savings Banks Act 30 
applies, 
(B) a corporation licensed or 
otherwise authorized under the 
laws of Canada or a province to 
carry on in Canada the business of 35 
offering to the public its services 
as trustee, or 
(C) a credit union, 
and that is authorized under the laws 
of Canada or a province to purchase 40 
or sell, through a person described in 
subparagraph (i), securities as agent 
for other persons, or 
(ili) who is a prescribed person. 


(2) Where, in any month, a taxpayer 45 
who is a participant under a Plan owns a 
security that is a qualified security in rela- 
tion to the Plan and that is, or would but 


for 


this section and subparagraph 


39(1)(a)(v) be, a capital property of the 50 
taxpayer, the following rules apply: 


“Trader or 
dealer in 
securities”’ 


Acquisitions 
and disposi- 
tions under a 
Plan 


Indexing base 
at beginning of 
year 


(a) where 
(i) the security was acquired or dis- 
posed of by the taxpayer at any time 
in the month, 
(ii) the administrator of the Plan 5 
treats the acquisition or disposition 
as having taken place under the 
Plan, and 
(iii) the taxpayer does not notify the 
administrator of the Plan in writing 10 
within ten days after the end of the 
month that the security was not 
acquired or disposed of under the 
Plan, 


the security shall be deemed to have 15 
been acquired or disposed of under the 
Plan; 


(b) where 

(i) the security was acquired or dis- 
posed of by the taxpayer at any time 20 
in the month, 

(ii) the administrator of the Plan 
does not treat the acquisition or dis- 
position as having taken place under 
the Plan, and 25 
(iii) the taxpayer notifies the 
administrator of the Plan in writing 
within ten days after the end of the 
month that the security was acquired 

or disposed of under the Plan, 30 


the security shall be deemed to have 
been acquired or disposed of under the 
Plan; and 


(c) where the security was _ not 
acquired under the Plan by the taxpay- 35 
er and the taxpayer notifies the 
administrator of the Plan in writing at 
any time that the security is to be 
transferred to the Plan, the security 
shall be deemed to have been dis- 40 
posed of immediately before that time 
by the taxpayer for proceeds of dispo- 
sition equal to the fair market value of 
the security at that time and shall be 
deemed to have been reacquired under 45 
the Plan by the taxpayer immediately 
after that time at a cost equal to that 
fair market value. 


(3) For the purposes of subsection (4), 
where a taxpayer is a participant under a 50 


Plan at the beginning of a taxation year, 
the indexing base of the Plan at that time 
is 


(a) where the taxpayer had a gain from 
the Plan for the preceding taxation 5 
year, the amount, if any, by which 
(i) the fair market value of all index- 
ed securities owned by the taxpayer 
under the Plan at the end of the 
preceding taxation year 10 


exceeds 
(ii) the amount, if any, by which the 
taxpayer’s gain from the Plan for the 
preceding taxation year exceeds the 
taxpayer’s capital gain from the Plan 15 
for the preceding taxation year, and 


(b) in any other case, the aggregate of 
(i) the amount referred to in sub- 
paragraph (a)(i), and 
(ii) the amount, if any, by which the 20 
taxpayer's loss from the Plan for the 
preceding taxation year exceeds the 
taxpayer’s capital loss from the Plan 
for the preceding taxation year. 


(4) For the purposes of this subsection 25 |ndexing base 


; at end ofa 
and subsections (5) and (22), where a month and 
taxpayer is a participant under a Plan in Us a 
any month in a taxation year, month 


(a) the indexing base of the Plan at the 
end of the month is the amount, if any. 30 
by which the aggregate of 
(i) the product obtained when the 
indexing factor for the month is mul- 
tiplied by 
(A) where the month is the first 35 
month in the year, the indexing 
base of the Plan at the beginning 
of the year, and 
(B) in any other case, the indexing 
base of the Plan at the end of the 40 
preceding month, and 
(ii) the total of all amounts that are 
obtained by determining, for each 
indexed security acquired under the 
Plan by the taxpayer in the month, 45 
the cost of the security 
exceeds the aggregate of 
(iii) the total of all amounts that are 
obtained by determining, for each 
indexed security owned by the tax- 50 


15 


payer under the Plan that was dis- 
posed of in the month and each right 
granted in the month to sell an 
indexed security owned by the tax- 
payer under the Plan, the amount, if 5 
any, by which the proceeds of dispo- 
sition to the taxpayer from such dis- 
position or grant exceed such of any 
outlays and expenses with respect to 
the disposition or grant as were 10 
made or incurred by the taxpayer for 
the purpose of making the disposi- 
tion or grant, and 
(iv) the amount, if any, by which 
(A) the total of all amounts that 15 
are obtained by determining, for 
each preceding month in the year, 
the indexed gain amount, if any, of 
the taxpayer from the Plan for that 
preceding month, 20 
exceeds ; 
(B) where any portion of an index- 
ed gain amount of the taxpayer 
from the Plan for a preceding 
month in the year had the effect of 25 
reducing to a lesser amount the 
amount that would otherwise have 
been the indexing base of the Plan 
at the end of any month following 
(and in the same year as) the30 
preceding month, the total of all 
such portions that had that effect; 
and 


(b) the indexed gain amount of the 
taxpayer for the month from the Plan is 35 
the amount, if any, by which the total 
determined under subparagraph (a)(iii) 
exceeds the aggregate of the product 
determined under subparagraph (a)(i) 
and the total determined under sub- 40 
paragraph (a)(ii). 


(5) For the purposes of subsection (7), 


where a taxpayer is a participant under a 


Plan in a taxation year, 


(a) the indexed gain of the taxpayer 45 
for the year from the Plan is the aggre- 
gate of 
(i) the amount, if any, by which 
(A) the total of all amounts that 
are obtained by determining, for 50 
each month in the year, the index- 


( 
(9), ( 
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ed gain amount of the taxpayer 
from the Plan for the month 

exceeds 
(B) where any portion of an index- 
ed gain amount of the taxpayer 5 
from the Plan for a month in the 
year had the effect of reducing to 
a lesser amount the amount that 
would otherwise have been the 
indexing base of the Plan at the 10 
end of any month following (and in 
the same year as) that month, the 
total of all such portions that had 
that effect, and 

(ii) the amount, if any, by which 19 
(A) the fair market value of all 
indexed securities owned by the 
taxpayer under the Plan at the end 
of the year 

exceeds 20 
(B) the indexing base of the Plan 
at the end of the last month in the 
year; and 


(b) the indexed loss of the taxpayer for 
the year from the Plan is the amount, if 25 
any, by which the indexing base 
described in clause (a)(ii)(B) exceeds 
the fair market value described in 
clause (a)(ii)(A). 


(6) For the purposes of subsection (7), 30 Unindexed gain 
(a) a taxpayer’s unindexed gain for a 

taxation year from a Plan is the amount 

that would be determined under para- 

graph (5)(a) to be the indexed gain of 

the taxpayer for the year from the Plan 35 

if the indexing factor for each month in 

the year were one; and 


(b) a taxpayer’s unindexed loss for a 
taxation year from a Plan is the amount 
that would be determined under para- 40 
graph (5)(b) to be the indexed loss of 
the taxpayer for the year from the Plan 

if the indexing factor for each month in 
the year were one. 


7) For the purposes of subsections (3), 45 G2i7 oF loss 
10), (22), (23), 70(5.4), 104(5.1) and 
ay 

(a) the gain of a taxpayer for a taxa- 
tion year from a Plan is 


(i) where the taxpayer had an index- 
ed gain and an unindexed gain for 
the year from the Plan, the aggre- 
gate of 
(A) the indexed gain of the tax- 5 
payer for the year from the Plan, 
and 
(B) the product obtained when the 
specified adjustment factor of the 
taxpayer for the year in respect of 10 
the Plan is multiplied by the 
amount, if any, by which 
(1) the unindexed gain of the tax- 
payer for the year from the Plan 
exceeds is, 
(II) the indexed gain of the tax- 
payer for the year from the Plan, 
and 
(ii) where the taxpayer had an index- 
ed loss and an unindexed gain for 20 
the year from the Plan, the amount, 
if any, by which 
(A) the product obtained when the 
specified adjustment factor of the 
taxpayer for the year in respect of 25 
the Plan is multiplied by the aggre- 
gate of 
(1) the indexed loss of the tax- 
payer for the year from the Plan, 
and 
(Il) the unindexed gain of the 
taxpayer for the year from the 
Plan 
exceeds 
(B) the indexed loss of the taxpay- 35 
er for the year from the Plan; and 


(b) the loss of a taxpayer for a taxation 
year from a Plan is 
(i) where the taxpayer had an index- 
ed loss and an unindexed loss for the 40 
year from the Plan, the amount, if 
any, by which 
(A) the indexed loss of the taxpay- 
er for the year from the Plan 
exceeds 45 
(B) the product obtained when the 
specified adjustment factor of the 
taxpayer for the year in respect of 
the Plan is multiplied by the 
amount, if any, by which 50 


(1) the indexed loss of the tax- 
payer for the year from the Plan 
exceeds 
(Il) the unindexed loss of the 
taxpayer for the year from the 5 
Plan, and 
(ii) where the taxpayer had an index- 
ed loss and an unindexed gain for 
the year from the Plan, the amount, 
if any, by which 10 
(A) the indexed loss of the taxpay- 
er for the year from the Plan 
exceeds 
(B) the amount determined under 
clause (a)(ii)(A). 15 
(8) Where in a taxation year a taxpayer ee 
is a participant under a Plan and the price index 
Consumer Price Index, as published by declines 
Statistics Canada under the authority of 
the Statistics Act, for the month immedi- 20 
ately preceding the last month of the year 
or, where the taxpayer ceased to be a 
participant under the Plan in the year, the 
month immediately before the month in 
which he so ceased is less than the Con- 25 
sumer Price Index so published for the 
month two months before the first month 
of the year or, where the taxpayer com- 
menced to be a participant under the 
Plan in the year, the month immediately 30 
before the month in which he so com- 
menced, subsection (7) shall, for the pur- 
pose of determining any gain or loss of 
the taxpayer for the year from the Plan, 
be read as if any reference therein to 35 


(a) “indexed gain’’ were a reference to 

“unindexed gain’; 

(b) ‘‘unindexed gain’ were a reference 

to “indexed gain’; 

(c) “indexed loss’ were a reference to 40 

“unindexed loss’’; 

(d) ‘‘unindexed loss’ were a reference 

to “indexed loss’’; and 

(e) ‘‘the specified adjustment factor’ 

were a reference to ‘“‘one minus the45 

specified adjustment factor’. 

(9) Where a taxpayer is a participant pak gain or 
under a Plan in a taxation year, 


1% 


Termination of 
a Plan 


(a) the taxpayer’s capital gain for the 
year from the Plan is the greater of 
(i) % of the gain of the taxpayer for 
the year from the Plan, and 
(ii) the amount, if any, by which the 5 
gain of the taxpayer for the year 
from the Plan exceeds the fair 
market value of all indexed securities 
owned by the taxpayer under the 
Plan at the end of the year; and 10 


(b) the taxpayer’s capital loss for the 
year from the Plan is %4 of the loss of 
the taxpayer for the year from the Plan. 


(10) Where at any particular time in a 


Plan ceases to be a trust described in 
subclause (1)(f)(i)(A)(II), 
the Plan shall be deemed to be terminat- 
ed at the end of the year or at the par- 
ticular time, as the case may be. 5 


Termination of 
a trust 


(12) Where paragraph (10)(c) is appli- 
cable in a taxation year to a trust in 
respect of a Plan and at any time in that 
year the trust is terminated, the trust 
shall, notwithstanding that paragraph, be 10 
deemed to have a capital loss from the 
Plan for that year equal to the aggregate 
of all amounts that are obtained by deter- 


mining every amount that, but for the 
termination of the trust, would have been 15 
a capital loss of the trust from the Plan 


taxation year a Plan under which a tax- 15 
payer is a participant is terminated, the 
following rules apply: 


Deemed 
termination of a 
Plan 


(a) each indexed security owned under 
the Plan by the taxpayer immediately 
before the particular time shall be20O 
deemed to have been disposed of 
under the Plan at that time for pro- 
ceeds equal to the fair market value of 
the security at that time; 


(b) each security deemed to have25 
been disposed of by virtue of para- 
graph (a) shall be deemed to be reac- 
quired outside the Plan by the taxpayer 
immediately after the particular time at 

a cost equal to the amount for which it 30 
was deemed to have been so disposed 

of; and 


(c) where the taxpayer had a loss for 
the year from the Plan, the taxpayer 
shall, notwithstanding subsection (9), 35 
be deemed to have a capital loss from 
the Plan for the year and each of the 
four subsequent taxation years equal 
to of the taxpayer’s loss for the year 
from the Plan. 40 


(11) Where 


(a) a taxpayer who was a participant 
under a Plan at the end of a taxation 
year had a loss for the year from the 
Plan of less than $2,500 and did not 45 
own any indexed securities under the 
Plan at the end of the year, or 


(b) at any particular time in a taxation 
year a trust that is a participant under a 


for that year or any subsequent taxation 
year. 


ae ee 
(13) Notwithstanding any other provi sai esiees 


sion of this Act other than paragraph 20 exchanged or 
69(1)(b), where at any particular time an __‘eplaced 
indexed security Owned by a taxpayer 
under a Plan is exchanged for or replaced 
by other property, the following rules 
apply: 25 
(a) the indexed security shall be 
deemed to have been disposed of 
under the Plan by the taxpayer 
immediately before the particular time 
for proceeds of disposition equal to the 30 
fair market value of the other property 
at that time; 


(6) where the other property includes a 
qualified security in relation to the Plan, 
the qualified security shall be deemed 35 
to be an indexed security acquired 
under the Plan by the taxpayer 
immediately after the particular time at 
a cost equal to the fair market value of 
the qualified security at that time; and 40 


(c) where the other property includes 
property other than qualified securities 

in relation to the Plan, the property 
included in the other property shall be 
deemed to have been acquired outside 45 
the Plan by the taxpayer immediately 
after the particular time at a cost equal 

to its fair market value at that time. 


Indexed 
securities 
withdrawn from 
a Plan or that 
cease to be 
qualified 
securities 


Exercise of 
rights, warrants 
and options 


Shares of a 
mutual fund 
corporation 


(14) Where at any particular time an 
indexed security owned under a Plan by 
a taxpayer is withdrawn from the Plan or 
ceases to be a qualified security in rela- 
tion to the Plan, the following rules apply: 5 


(a) the security shall be deemed to 
have been disposed of under the Plan 
by the taxpayer immediately before the 
particular time for proceeds of disposi- 
tion equal to the fair market value of 10 
the security at that time; and 


(Db) the security shall be deemed to 
have been reacquired outside the Plan 
by the taxpayer immediately after the 
particular time at a cost equal to the 15 
fair market value referred to in para- 
graph (a). 


(15) Where at any particular time a 
taxpayer who is a participant under a 
Plan acquires a security outside the Plan 20 
by virtue of the exercise of a right, war- 
rant or option (in this subsection referred 
to as “‘the right’) owned under the Plan, 
the taxpayer shall be deemed to have 
disposed of the right under the Plan, 25 
immediately before the time that is 
immediately before the particular time, 
for proceeds of disposition equal to the 
fair market value of the right at the par- 
ticular time and to have reacquired the 30 
right outside the Plan immediately before 
the particular time at a cost equal to that 
fair market value. 


(16) For the purposes of subparagraph 
(4)(a)(iii) and paragraph 131(1)(b), where 35 
a taxpayer owns a share of the capital 
stock of a mutual fund corporation under 
a Plan, the following rules apply: 


(a) any amount received in respect of 
the share by the taxpayer at any time 40 
in a taxation year in relation to a period 
during which the share was so owned 
that would, but for this paragraph, be 
deemed by paragraph 131(1)(b) to be 
a capital gain of the taxpayer for the 45 
year from the disposition of capital 
property shall be deemed to be pro- 
ceeds received at that time on the dis- 
position of the share and not to be a 
capital gain of the taxpayer for the year 50 


from the disposition of capital property; 
and 


(b) any amount received by the tax- 
payer on the redemption, in whole or in 
part, of the share in relation to a period 5 
during which the share was so owned 
shall, notwithstanding any other provi- 
sion of this Act, be deemed to be 
proceeds received by the taxpayer on 
the disposition of the share. 10 


Units of a 


(17) For the purposes of subparagraph 


(4)(a)(iii), subsections 104(13) and (14) — muualtund 
and section 105, where a taxpayer owns 

a unit of a mutual fund trust under a Plan, 

the following rules apply: 


(a) any amount that becomes receiv- 
able by the taxpayer in respect of the 
unit at any time in a taxation year in 
relation to a period during which the 
unit was so owned that would, but for 20 
this paragraph, be deemed by virtue of 
subsection 104(13) or (14) or section 
105, whichever is applicable, and sub- 
section 104(21) to be a taxable capital 
gain of the taxpayer for the year from 25 
the disposition of capital property shall, 
notwithstanding those provisions, 
(i) be deemed to be _ proceeds 
received at that time on the disposi- 
tion of the unit, 
(ii) not be included in computing the 
income of the taxpayer for the year 
by virtue of subsection 104(13) or 
(14) or section 105, as the case may 
be, and 35 
(iii) not be deemed by virtue of sub- 
section 104(21) to be a taxable capi- 
tal gain of the taxpayer for the year 
from the disposition of capital prop- 
erty; and 


(b) any amount received by the tax- 
payer as, on account of or in lieu of 
payment of, or in satisfaction of a dis- 
tribution or payment of, capital in 
respect of the unit in relation to a45 
period during which the unit was so 
owned shall, notwithstanding any other 
provision of this Act, be deemed to be 
proceeds received by the taxpayer on 
the disposition of the unit. 


19 


Interest in a 
related 
segregated 
fund trust 


Where more 
than one Plan 
in year 


Transfers 
between Plans 


20 


(18) For the purposes of this subdivi- 
sion, where a taxpayer owns under a Plan 
an interest in a related segregated fund 
trust, the following rules apply: 


(a) any amount required by paragraph 5 
138.1(1)(g) to be added at any time to 
the cost of the interest to the taxpayer 
shall be deemed to be a cost in respect 
of an interest in the trust acquired by 
the taxpayer at that time; 10 


(b) any amount deemed by paragraph 
138. 1(1)(f) to be an amount payable at 
any time in respect of the interest shall 
be deemed to be a cost in respect of 
an interest in the trust acquired by the 15 
taxpayer at that time; 


(c) any amount deemed by subsection 
138.1(3) to be a capital gain or capital 
loss of the taxpayer for a taxation year 
from the disposition of property shall 20 
not be included in computing the tax- 
payer’s taxable capital gains or allow- 
able capital losses, as the case may 
be, for the year; and 


(d) any amount deemed by subsection 25 
138.1(4) to be a capital gain or capital 
loss allocated to the taxpayer at any 
time in a taxation year shall not be 
included in computing the taxpayer’s 
taxable capital gains or allowable capi- 30 
tal losses, as the case may be, for the 
year. 


(19) Where at any time in a taxation 
year a taxpayer is a participant under two 
or more Plans administered by the same 35 
trader or dealer in securities, all such 
Plans shall be administered in the year by 
the trader or dealer as one Plan. 


(20) Where at any time in a taxation 
year a taxpayer transfers all the securities 40 
owned by him under a Plan administered 
by a trader or dealer in securities to 
another Plan administered by another 
trader or dealer in securities, the taxpay- 
ers capital gain or capital loss for the 45 
year from each Plan shall be computed 
as if it had been administered at all times 
in the year by the administrator of the 
Plan to which the securities are trans- 
ferred. 50 


(21) Where a taxpayer who is a partici- 
pant under a Plan has a taxation year 
that ends on a particular day other than 
the last day of a month, the taxpayer’s 
gain or loss for the year from the Plan 5 
shall be computed as if the taxation year 
of the taxpayer were the period com- 
mencing on the first day of the first month 
ending in the year and ending on 


(a) where the year was a taxation year 10 
deemed to have ended by virtue of 
paragraph 128(2)(d), the last day of 
the month that includes the particular 
day, and 


(b) in any other case, the last day of 15 
the last month ending in the year. 


(22) Where 


(a) at any particular time in a taxation 
year a taxpayer who is a participant 
under a Plan withdraws an indexed 20 
security from the Plan or disposes of 
an indexed security owned by him 
under the Plan, 


(b) the taxpayer has an indexed gain 
amount from the Plan for any month in 25 
the year, and 


(c) the withdrawal or disposition was 
part of a transaction or event or series 
of transactions or events that may rea- 
sonably be considered to have artifi- 30 
cially or unduly decreased any gain or 
increased or created any loss 
(i) of the taxpayer from a Plan for 
the year, or 
(ii) of any person not dealing at35 
arm’s length with the taxpayer from 
a Plan under which the person was a 
participant in the taxation year in 
which the particular time occurred, 


the specified adjustment factor in respect 40 
of each Plan referred to in paragraph (c) 
for the taxation year in which the particu- 
lar time occurred shall, notwithstanding 
paragraph (1)(k), be deemed to be one. 


Avoidance 


(23) Where the result of one or more 45 !dem 
sales, exchanges, declarations of trust or 
other transactions of any kind whatever is 
that a taxpayer or a person with whom 
the taxpayer does not deal at arm’s 


Taxation year 


Gains and 
losses from 
indexed 
security 
investment 
plans where 
taxpayer has 
ceased to be 
resident in 
Canada 


length may reasonably be considered, 
other than in circumstances described in 
subsection (22), to have artificially or 
unduly decreased any gain or increased 
or created any loss for a taxation year 
from a Plan under which the taxpayer or 
the person is a participant, the taxpayer 
or the person, as the case may be, shall 


have a capital loss from the plan for the 
year equal to the aggregate of all 
amounts that are obtained by deter- 
mining every amount that, but for this 
paragraph, would have been a capital 5 
loss of the taxpayer from the plan for 
the year or any subsequent taxation 
year and not to have a capital loss 


be deemed to have terminated the Plan 

at the later of the time the Plan was 10 
established and the commencement of 
the year.”’ 


from the plan for any subsequent taxa- 
tion year.” 10 


(2) Subsections (1) and (2) are applicable 
to taxpayers who cease to be resident in 
Canada after October 1, 1983. 


10. (1) Subsection 49(3) of the said Act 
9. (1) Paragraph 48(1)(a) of the said Act 15 is repealed and the following substituted 15 
is repealed and the following substituted therefor: 
therefor: 


(2) Subsection (1) is applicable after 
October 1, 1983. 


Where option 


‘““(3) Where an option is exercised so : 
exercised 


that property is disposed of by a taxpay- 
er (hereinafter referred to as the ‘‘ven- 
dor’) or so that property is acquired by 20 
another taxpayer (hereinafter referred to 
as the ‘“‘purchaser’’), for the purpose of 
computing the income of each such tax- 
payer the granting of the option and the 
exercise thereof (other than the granting 25 
of an option to buy shares that are 
owned under an indexed security invest- 
ment plan or the exercise of an option to 
sell shares that are owned under such a 
plan) shall be deemed not to be disposi- 30 
tions of property and, 

(a) if the option is an option to acquire 

property, there shall be included 


“(a) any property that is an indexed 
security or that would be taxable 
Canadian property if at no time in the 20 
year he had been resident in Canada,”’ 


(2) Section 48 of the said Act is further 
amended by adding thereto, immediately 
after subsection (1) thereof, the following 
subsection: Pas. 


(1.1) For the purposes of this subdivi- 
sion, where a taxpayer has ceased at any 
particular time in a taxation year to be 
resident in Canada, the following rules 
apply: 30 

(a) each indexed security investment 

plan under which the taxpayer was a 


participant at the particular time shall 
be deemed to have been terminated 
immediately before that time and, not- 35 
withstanding paragraph 47.1(10)(c), 
the taxpayer’s capital gain or capital 
loss for the year from each such plan 
shall be the amount of the taxpayer’s 
gain or loss, as the case may be, for 40 
the year from that plan and the taxpay- 

er shall be deemed not to have a capi- 
tal loss from that plan for any subse- 
quent taxation year; and 

(b) where paragraph 47.1(10)(c) is ap- 45 
plicable in the year to the taxpayer in 
respect of an indexed security invest- 
ment plan, the taxpayer shall, notwith- 
standing that paragraph, be deemed to 


(i) in Computing the vendor’s pro- 
ceeds of disposition of the property, 35 
the consideration received by him for 
the option (unless the option is an 
indexed security), and 

(ii) in computing the cost to the pur- 
chaser of the property, the adjusted 40 
cost base to him of the option 
(unless the option is an indexed 
security); and 


(b) if the option is an option to dispose 

of property, there shall be deducted 45 
(i) in computing the vendor’s pro- 
ceeds of disposition of the property 
(other than a property that is an 
indexed security), the adjusted cost 
base to him of the option, and 50 
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receivable 


22 


(ii) in computing the cost to the pur- 


chaser of the property, the consider- 
ation received by him for the 
option.”’ 
(2) Subsection (1) is applicable in respect 
of options exercised after October 1, 1983. 


11. (1) Paragraph 54(h) of the said Act 
is amended by striking out the word “‘and’”’ 
at the end of subparagraph (viii) thereof, by 


adding the word ‘‘and’’ at the end of sub- 10 


paragraph (ix) thereof and by adding there- 
to, immediately after subparagraph (ix) 
thereof, the following subparagraph: 


“(ix.1) in the case of a share that is 


an indexed security, any amount 15 


received in respect of that share on a 
reduction of the paid-up capital of a 
corporation,”’ 


(2) Subparagraph 54(/)(ili) of the said Act 


is repealed and the following substituted 20 
therefor: 


“(iii) was a disposition deemed by 
subsection . 45(1), paragraph 
47.1(2)(c), section 48, 50 or 70 or 


subsection 104(4), ASSGies)¥Zo 
144(4.1) or (4.2) or 149(10) to have 
been made,”’ 


(3) Subsections (1) and (2) are applicable 
after October 1, 1983. 


12. (1) Subsection 70(2) of the said Act 30 


is repealed and the following substituted 
therefor: 


(2) Where a taxpayer who has died 
had at the time of his death rights or 


things (other than any capital property, 35 


indexed security or any amount included 
in computing his income by virtue of sub- 
section (1)), the amount whereof when 
realized or disposed of would have been 


included in computing his income, the 40 


value thereof at the time of death shall be 
included in computing the taxpayer’s 
income for the taxation year in which he 
died, except that where his legal repre- 


sentative has, within one year from the 45 


date of death of the taxpayer or within 90 
days after the mailing of any notice of 
assessment in respect of the tax of the 


taxpayer for the year of death, whichever 
is the later day, so elected, a separate 
return of the value shall be filed and tax 
thereon shall be paid under this Part for 


the taxation year in which the taxpayer 5 


died as if he had been another person 
entitled to the deductions to which he 
was entitled under section 109 for that 
year.” 


(2) Section 70 of the said Act is further 10 


amended by adding thereto, immediately 
after subsection (5.3) thereof, the following 
subsection: 


(5.4) Where in a taxation year a tax- 


payer has died, the following rules apply: 15 geceased 


(a) the taxpayer shall be deemed to 
have disposed, immediately before his 
death, of each indexed security owned 
by him at that time for proceeds of 


disposition equal to the fair market 20 


value (within the meaning assigned by 
paragraph 47.1(1)(d)) of the security at 
that time; 


(b) the taxpayer’s capital gain or capi- 


tal loss for the year from an indexed 25 


security investment plan under which 
the taxpayer was a participant immedi- 
ately before his death shall, notwith- 
standing subsection 47.1(9), be 


deemed to be the amount of the tax- 30 
payer’s gain or loss, as the case may 
be, for the year from the plan; 

(c) where paragraph 47.1(10)(c) is ap- 
plicable in the year to the taxpayer in 
respect of an indexed security invest- 35 
ment plan, the taxpayer shall, notwith- 
standing that paragraph, be deemed to 
have a capital loss for the year from 
the plan equal to the aggregate of all 
amounts that are obtained by deter- 40 
mining every amount that, but for the 
taxpayer’s death, would have been a 
capital loss of the taxpayer from the 
plan for the year or any subsequent 
taxation year; 45 


(d) any person who, by virtue of the 
death of the taxpayer, has acquired 
any security of the taxpayer that is 
deemed by paragraph (a) to have been 
disposed of by the taxpayer at any 50 


time shall be deemed to have acquired 
the security immediately after that time 
at a cost equal to its fair market value 
(within the meaning assigned by para- 
graph 47.1(1)(d¢) immediately before 5 
the death of the taxpayer; and 
(e) notwithstanding paragraphs (a), (b) 
and (d), where 
(i) all indexed securities owned 
under an indexed security investment 10 
plan by the taxpayer immediately 
before his death have, on or after his 
death and as a consequence thereof 
or as a consequence of a disclaimer 
or renunciation by a person who was 15 
a beneficiary under the taxpayer’s 
will or intestacy, been transferred or 
distributed to the taxpayer's spouse 
referred to in paragraph (6)(a) or a 
trust referred to in paragraph (6)(b), 20 
and 
(ii) it can be established, within fif- 
teen months after the death of the 
taxpayer or such longer period as is 
reasonable in the circumstances, 25 
that 
(A) all rights and obligations of the 
taxpayer under the plan have been 
transferred to or assumed by the 
spouse or trust, as the case may 30 
be, not later than fifteen months 
after the death of the taxpayer, 
and 
(B) the securities became 
indefeasibly vested in the spouse 35 
or trust, as the case may be, under 
the plan, 
the capital gain or capital loss of the 
spouse or trust, as the case may be, 
for any taxation year from the plan 40 
shall be computed as if the spouse or 
trust, as the case may be, were the 
participant under the plan at all times 
in the year and, in the case of the trust, 
as if its first taxation year commenced 45 
at the beginning of the year and ended 
on the day on which it would otherwise 
have ended, and the taxpayer shall be 
deemed not to have any capital gain or 
capital loss for the year from the plan.’ 50 


(3) Subsections (1) and (2) are applicable 
in respect of deaths occurring after October 
1, 1983. 


13. (1) Subsection 74(2) of the said Act 
is amended by striking out the word ‘‘and’”’ 
at the end of paragraph (d) thereof, by 
adding the word ‘‘and’’ at the end of para- 
graph (e) thereof and by adding thereto the 
following paragraph: 


‘“(f) such part of the capital gain or 10 


capital loss of the transferee for the 
year from an indexed security invest- 
ment plan as may reasonably be con- 
sidered to be derived from the trans- 


ferred property or property substituted 15 


therefor shall, during the lifetime of the 
transferor while he is resident in 
Canada and the transferee is his 
spouse, be deemed to be a capital gain 


or capital loss, as the case may be, of 20 


the transferor for the year from an 
indexed security investment plan and 
shall be deemed not to be included in 
the capital gain or capital loss, as the 


case may be, of the transferee from his 25 


plan.”’ 


(2) Paragraph 74(7)(b) of the said Act is 
repealed and the following substituted 


therefor: 
‘(b) subsection (2) does not apply 30 


with respect to a disposition of the 
property, or property substituted there- 
for, during the period the person is 
living apart and is separated from his 


spouse pursuant to a decree, order or 35 


judgment of a competent tribunal or a 
written separation agreement or to any 
part of a capital gain or capital loss of 
the spouse from an indexed security 


investment plan that may reasonably 40 


be considered to relate to that period 
or any part thereof, if the person files 
with his return of income under this 
Part for the taxation year during which 


he commenced to so live apart and be 45 


so separated from his spouse an elec- 
tion completed jointly with his spouse 
not to have that subsection apply.”’ 
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(3) Subsections (1) and (2) are applicable 
after October 1, 1983. 


14. (1) All that portion of subsection 
75(2) of the said Act following paragraph 
(b) thereof is repealed and the following 5 
substituted therefor: 


“any income or loss from the property 

or from property substituted therefor, 
any taxable capital gain or allowable 
capital loss from the disposition of the 10 
property or of property substituted 
therefor or such part of any capital gain 

or capital loss from an indexed security 
investment plan as may reasonably be 
considered to be derived from the 15 
property or from property substituted 
therefor, shall, during the lifetime of 
such person while he is resident in 
Canada, be deemed to be income or a 
loss, as the case may be, a capital gain 20 
or capital loss, as the case may be, or 

a taxable capital gain or allowable 
capital loss, as the case may be, of 
such person.” 


(2) Subsection (1) is applicable after 25 
October 1, 1983. 


15. (1) All that portion of subsection 
84(8) of the said Act following paragraph 
(d) thereof is repealed and the following 
substituted therefor: 30 


‘“(e) a corporation that would not, in 

respect of the dividend, be entitled to a 

deduction under section 112 or sub- 

section 138(6) in computing its taxable 

income, 35 
and, where the shareholder was a person 
described in paragraph (b), the dividend 
was received in respect of a security 
other than an indexed security.’ 


(2) Subsection (1) is applicable in respect 40 
of dividends deemed to be received after 
October 1, 1983. 


16. (1) Section 104 of the said Act is 
amended by adding thereto, immediately 
after subsection (5) thereof, the following 45 
subsection: 


(5.1) Every trust shall, where subsec- 
tion (4) is applicable to the trust on a day, 
be deemed 


(a) where the trust was a participant 
under an indexed security investment 5 
plan on that day, 


(i) to have (for the purposes of com- 
puting any capital gain or capital loss 

of the trust from the plan for the 
taxation year in which the day 10 
occurred) a taxation year that ended 
on, and a new taxation year that 
commenced immediately after, that 
day, 


(ii) to have disposed, immediately 15 
before the end of the taxation year 
deemed by paragraph (a) to have 
ended, of all securities owned under 
the plan for proceeds equal to their 
fair market value (within the meaning 20 
assigned by paragraph 47.1(1)(d)) 
and to have reacquired, at the begin- 
ning of the taxation year deemed by 
paragraph (a) to have commenced, 

all such securities at a cost equal to25 
such fair market value, and 


(iii) notwithstanding subsection 
47.1(9), to have a capital gain or 
capital loss from the plan for the 
taxation year deemed by paragraph 30 
(a) to have ended equal to the 
amount of the trust’s gain or loss, as 
the case may be, for that year from 
the plan; and 


(b) where paragraph 47.1(10)(c) was 35 
applicable to the trust in respect of an 
indexed security investment plan in the 
taxation year in which the day 
occurred, to heve, notwithstanding that 
paragraph, a capital loss from the plan 40 
for the year equal to the aggregate of 

all amounts that are obtained by deter- 
mining every amount that, but for this 
paragraph, would have been a capital 
loss of the trust from the plan for the 45 
year or any subsequent taxation year 
and not to have a capital loss from the 
plan for any subsequent taxation 
year.” 


Limitation on 
deduction 


(2) Paragraph 104(6)(b) of the said Act is 
repealed and the following substituted 
therefor: 


‘(b) in any other case, such part of the 
amount that would, but for this subsec- 5 
tion, subsection (12) and, where the 
trust is a trust described in paragraph 


payable in the taxation year to a 
beneficiary under the trust, or 

(ii) an amount paid by the trust in 
the taxation year to the extent it was 
included in computing the income of 5 
a beneficiary under the trust by 
virtue of subsection 105(2) 


(4)(a), subsections (4), (5), (5.1) and 


107(4), be its income for the year as 


was payable in the year to a benefici- 10 


ary or was included in computing the 


exceeds the aggregate of 
(e) where the trust is a trust described 


in paragraph (4)(a), that proportion of 10 


the amount, if any, by which 


income of a beneficiary for the year by 
virtue of subsection 105(2).”’ 


(3) Subsection 104(8) of the said Act is 
repealed and the following substituted 15 
therefor: 


(8) Notwithstanding subsection (6), 
where an amount in respect of the 
income for a taxation year of a trust 
(other than a mutual fund trust) is pay- 20 
able to a beneficiary (in this section 
referred to as a ‘‘designated benefici- 
ary’’) under the trust who, at the time the 
amount became so payable, was 


(a) a non-resident person, 25 
b) a non-resident-owned investment 


corporation, or 


(c) a trust resident in Canada, other 
than 
(i) a trust referred to in subsection 30 
149(1), or 
(ii) a trust all of the beneficiaries 
under which, throughout the period 
commencing on May 6, 1974 and 
ending at the time the amount35 
became so payable, were resident in 
Canada, 
the amount deductible under subsection 
(6) shall not exceed the amount, if any, 
by which 
(d) the aggregate of all amounts each 
of which is 
(i) such part of the amount that 
would be the income of the trust for 
the taxation year if no deduction45S 
were made under subsection (6), 
(12) or 20(16) or under regulations 
made under paragraph 20(1)(a) as is 


(i) the amount included in computing 
the income of the trust for the taxa- 
tion year by virtue of a deemed dis- 
position after November 12, 198115 
under subsection (4), (5) or (5.1) or 
107(4) 


exceeds 


(ii) the amount, if any, by which 

(A) the amount that would be the 20 

income of the trust for the taxation 

year if no deduction were made 

under subsection (6), (12) or 

20(16) or under regulations made 

under paragraph 20(1)(a) 25 

exceeds 

(B) the aggregate of all amounts 

each of which is 
(1) such part of the amount that 
would be the income of the trust 30 
for the taxation year if no 
deduction were made_ under 
subsection (6), (12) or 20(16) or 
under regulations made under 
paragraph 20(1)(a) as is pay-35 
able in the year to a beneficiary 
under the trust, 
(Il) an amount in respect of the 
accumulating income of the 
trust for the taxation year that is 40 
included in computing the 
income of a preferred benefici- 
ary under the trust by virtue of 
subsection (14), or 
(Ill) an amount paid by the trust 45 
in the taxation year to the extent 
it was included in computing the 
income of a beneficiary under 
the trust by virtue of subsection 
105(2), 


that 


25 
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(iii) the amount determined under 
subclause (ii)(B)(I) 


is of 
(iv) the amount determined under 
clause (ii)(B), and 5 
(f) that proportion of the amount,’ if 
any, by which 


(i) the designated income of the 
trust for the taxation year (other than 
any designated income that arose by 10 
virtue of a deemed disposition after 
November 12, 1981 under subsec- 
tion (4), (5) or (5.1) or 107(4) where 
the trust is a trust described in para- 
graph (4)(a) of this section, or any 15 
designated income that arose by 
virtue of a disposition before Novem- 
ber 13, 1981, where the trust is a 
testamentary trust) 


exceeds 20 
(ii) the amount, if any, by which 
(A) the amount determined under 
subparagraph (e)(ii) 
exceeds 
(B) the amount determined under 25 
subparagraph (e)(i) 
that , 
(iii) the aggregate of amounts each 
of which is such part of the amount 
that would be income of the trust for 30 
the taxation year if no deduction 
were made under subsection (6), 
(12) or 20(16) or under regulations 
made under paragraph 20(1)(a) as is 
payable in the year to a designated 35 
beneficiary under the trust 
is of 
(iv) the amount determined under 
Clause (e)(ii)(B).”’ 


(4) Paragraph 104(25)(a) of the said Act 40 
is repealed and the following substituted 
therefor: 


(a) where subsection (8) is applicable 
with respect to a particular trust, the 
amount, if any, referred to in paragraph 45 
(e) thereof, or’’ 


(5) All that portion of subsection 
104(25.1) of the said Act preceding para- 


graph (a) thereof is repealed and the follow- 
ing substituted therefor: 


(25.1) Such portion of the amount — dem 
referred to in paragraph (8)(f)”’ 


(6) Subsections (1) and (2) are applicable 5 
after October 1, 1983. 


(7) Subsection (3) is applicable after 
November 12, 1981, except that in respect 
of a testamentary trust it shall only be appli- 
cable for taxation years commencing after 10 
November 12, 1981. 


(8) Subsections (4) and (5) are applicable 
to taxation years ending after November 
12,198 4" 


17. (1) Subsection 107(3) of the said 15 
Act is repealed and the following substitut- 
ed therefor: 


66 + D t . ti 
(3) Where the property referred to in megelliat ion 


subsection (2) that was distributed by a _ property other 
trust to a taxpayer was property, other 20 than a 
than an indexed security or capital prop-—Securi 


security or a 
erty that was not depreciable property, neh depre. | 
for the purpose of determining the cost to eas 


the taxpayer of the property under para- 
graph (2)(b) (except for the purposes of 25 
paragraph (2)(b) as it applies to deter- 
mine the taxpayer’s proceeds of disposi- 
tion of his capital interest under para- 
graph (2)(c)), the reference in paragraph 
(2)(b) to ‘‘the amount” shall be read as a 30 


yo oyy 


reference to ‘‘’2 of the amount’’. 


(2) Subsection (2) is applicable after 
October 1, 1983. 


18. (1) Paragraph 108(1)(a) of the said 
Act is repealed and the following substitut- 35 
ed therefor: 


‘“(a) “accumulating income’ of a trust 
for a taxation year means the amount 
that, but for subsections 104(8) and 
(12), would be its income for the year 40 
less, where the trust is a_ trust 
described in paragraph 104(4)(a), such 
amount, if any, as is included in com- 
puting the income of the trust for the 
taxation year by virtue of a deemed45 
disposition after November 12, 1981, 
under subsection 104(4), (5) or (5.1) or 
107(4);”’ 


“accumulating 
income” 


Loss on share 
that is not a 
capital 
property or 
indexed 
security 


(2) Subsection (1) is applicable after 
November 12, 1981. 


19. (1) Subsection 110.1(5) of the said 
Act is amended by striking out the word 
“or’ at the end of paragraph (a) thereof 5 
and by adding thereto the following 
paragraphs: 


“(c) received by the taxpayer as a tax- 
able dividend on an indexed security, 
or 


(d) deemed by subsection 104(19) to 
be a taxable dividend received by the 
taxpayer if such dividend 
(i) was received by virtue of the tax- 
payer's ownership of an indexed 15 
security, or 
(ii) may reasonably be considered to 
relate to a taxable dividend received 
by a trust in respect of an indexed 
security.’ 


10 


20 


(2) Subsection (1) is applicable in respect 
of taxable dividends received after October 
1, 1983. 


20. (1) Subparagraph 111(8)(b)(i) of the 
said Act is repealed and the following sub- 25 
stituted therefor: 


“(i) the aggregate of all amounts 
each of which is the taxpayer’s loss 
for the year from an office, employ- 
ment, business or property, his 30 
allowable business investment loss 
for the year, the amount determined 
under subparagraph 3(d)(ii) in 
respect of the taxpayer for the year, 
and all amounts deductible under 35 
section 112 or subsection 113(1) or 
138(6) from the taxpayer's income 
for the year’ 


(2) Subsection (1) is applicable to taxa- 


tion years ending after October 1, 1983. 40 


21. (1) All that portion of subsection 
112(4) of the said Act preceding paragraph 
(a) thereof is repealed and the following 
substituted therefor: 


‘(4) Where a taxpayer owns a share 45 
that is not a capital property or an index- 
ed security and receives a dividend in 
respect of that share, the amount of any 


therefor: 


loss of the taxpayer arising from transac- 
tions with reference to the share on which 
the dividend was received shall, unless it 
is established by the taxpayer that’’ 


(2) All that portion of subsection 112(4.1) 5 
of the said Act preceding paragraph (a) 
thereof is repealed and the following sub- 
stituted therefor: 


(4.1) Where a taxpayer, trust (other 
than a prescribed trust) or partnership (in 10 
this subsection referred to as the ‘‘hold- 
er’) holds a share that is not a capital 
property or an indexed security and a 
dividend is received in respect of that 
share, for the purpose of subsection 15 
10(1) and any regulations made there- 
under, the fair market value of the share 
at any particular time after November 12, 
1981 shall, unless it is established by the 
holder that’’ 20 


(3) Subsections (1) and (2) are applicable 
after October 1, 1983. 


22. (1) Paragraph 114(a) of the said Act 
is repealed and the following substituted 
Zo 


(a) his income for the period or peri- 
ods in the year during which he was 
resident in Canada, was employed in 
Canada or was carrying on business in 
Canada, computed as though 
(i) such period or periods were the 
whole taxation year, 
(ii) any disposition of property 
deemed by subsection 48(1) to have 
been made by virtue of the taxpay- 35 
er’s having ceased to be resident in 
Canada were made in such period or 
periods, and 
(iii) any amount deemed by subsec- 
tion 48(1.1) to be a capital gain or 40 
capital loss for the year from an 
indexed security investment plan 
were a Capital gain or capital loss, as 
the case may be, for such period or 
periods, and”’ 


30 


45 


(2) Subsection (1) is applicable to taxa- 
tion years ending after October 1, 1983. 


Fair market 
value of share 
that is nota 
capital 
property or 
indexed 
security 


at 
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23. (1) Subsection 128(2) of the said 
Act is amended by adding thereto, immedi- 
ately after paragraph (d) thereof, the follow- 
ing paragraphs: 


‘(d.1) each indexed security invest- 5 
ment plan under which the individual 
was a participant at the end of the 
taxation year deemed by paragraph (d) 

to have ended shall be deemed to have 
been terminated immediately before 10 
that time and, notwithstanding para- 
graph 47.1(10)(c), the individual’s capi- 

tal gain or capital loss for the year from 
each such plan shall be the amount of 
the individual’s gain or loss, as the case 15 
may be, for the year from that plan and 
the taxpayer shall be deemed not to 
have a capital loss from that plan for 
any subsequent taxation year; 


(d.2) where paragraph 47. 1(10)(c) was 20 
applicable to the individual in respect 
of an indexed security investment plan 
in the taxation year deemed by para- 
graph (d) to have ended, the individual 
shall, notwithstanding paragraph 25 
47.1(10)(c), be deemed to have a capi- 
tal loss for the year from the plan equal 
to the aggregate of all amounts that 
are obtained by determining every 
amount that, but for this paragraph, 30 
would have been a capital loss of the 
individual from the plan for that year or 
any subsequent taxation year and not 
to have a capital loss from the plan for 
any subsequent taxation year; and”’ 35 


(2) Subsection (1) is applicable to bank- 
ruptcies occurring after October 1, 1983. 


24. (1) Paragraph 131(1)(b) of the said 
Act is repealed and the following substitut- 
ed therefor: 40 


‘“(b) notwithstanding anything in this 
Act other than subsection 47.1(16), 
any amount received by a taxpayer ina 
taxation year as, On account or in lieu 
of payment of, or in satisfaction of the 45 
dividend shall not be included in com- 
puting his income for the year as 
income from a share of the capital 
stock of the corporation, but shall be 
deemed to be a capital gain of the 50 


taxpayer for the year from the disposi- 
tion of capital property.”’ 


(2) Subsection (1) is applicable after 
October 1, 1983. 


25. (1) All that portion of paragraph 5 
138.1(1)(a), preceding subparagraph (i) 
thereof is repealed and the following sub- 
stituted therefor: 


““(a) an inter vivos trust (in this section 
and section 47.1 referred to as the 10 
“related segregated fund trust’) is 
deemed to be created at the time that 

is the later of” 


(2) Subsection (1) is applicable after 
October 1, 1983. lke) 


26. (1) Paragraph 212(11.1)(a) of the 
said Act is repealed and the following sub- 
stituted therefor: 


“(a) where subsection 104(8) is appli- 
cable with respect to a particular trust, 20 
the amount, if any, referred to in para- 
graph (e) thereof, or’ 


(2) All that portion of subsection 
212(11.2) of the said Act preceding para- 
graph (a) thereof is repealed and the follow- 25 
ing substituted therefor: 


(11.2) Such portion of the amount — dem 
referred to in paragraph 104(8)(f)”’ 


(3) Subsections (1) and (2) are applicable 
after November 12, 1981. 30 


27. (1) Section 230 of the said Act is 
amended by adding thereto, immediately 
after subsection (1) thereof, the following 
subsection: 


“(1.1) Every person who administers 35 'dem 
an indexed security investment plan 
under which a taxpayer is a participant 
shall keep records and books of account 
at his place of business in Canada or at 
such other place as may be designated 40 
by the Minister, in such form and contain- 
ing such information as will enable the 
Minister to verify the amount of any capi- 
tal gain or capital loss (within the mean- 
ing assigned by paragraph 47.1(1)(b) or 45 
(c), as the case may be) of the taxpayer 
from the plan.”’ 


(2) Subsection (1) is applicable after (3) Subsection 248(1) of the said Act is 
October 1, 1983. further amended by _ adding thereto, 
immediately before the definition ‘‘individu- 


28. (1) The definition ‘‘cost amount’’ in al’’, the following definition: 


subsection 248(1) of the Act is amended by 


striking out the word ‘‘and’’ at the end of 5| ‘indexed security investment plan’? has 5 “indexed 
paragraph (e) thereof and by adding there- the meaning assigned by paragraph — investreent 
to, immediately after paragraph (e) thereof, ATA): plan” 
the following paragraph: 

“(e.1) where the property was an (4) Subsection 248(1) of the said Act is 

indexed security of the taxpayer, its fair 10 further amended by adding _ thereto, 

market value (within the meaning immediately after the definition ‘paid-up 10 


assigned by paragraph 47.1(1)(d)) at capital’, the following definition: 
that time, and”’ 


(2) Subsection 248(1) of the said Act is 
further amended by adding thereto, 15 
immediately after the definition “income 
interest’’, the following definition: 
“indexed “indexed security’ has the meaning (5) Subsections (1) to (4) are applicable 15 
peer lie assigned by paragraph 47. 1(1)(e);” after October 1, 1983. 


investment plan has the meaning 
assigned by paragraph 47. 1(1)(h);”’ 


““oarticipant’’ under an indexed security — “participant” 


a 


SCHEDULE 3. The heading of Part XXXII preceding 
section 3200 of the said Regulations and all 
that portion of section 3200 preceding 
paragraph (a) thereof are revoked and the 
following substituted therefor: 5 


1. Part Il of the Income Tax Regulations 
is amended by adding thereto, immediately 
following section 204 thereof, the following 
heading and section: 


“INDEXED SECURITY INVESTMENT PLANS 
‘PART XXXII PRESCRIBED STOCK EXCHANGES Per 
asic Oc 
204.1 (1) Every person who adminis: 5 AND CONTINGENCY FUNDS Brehangee in 


ity | Canad 
ters an indexed security investment plan 3 200m thenallowingscicc mexctanaes anada 
under which a taxpayer is a participant in 


a taxation year shall make an information mC atadal are Hereby. presoubedsioiithe 


return in prescribed form in respect of the 10 PUIpOSes Ol See ene jala LiallOne eS). 


; section 112(2.2), sections 146, 146.2, 
taxpayer’s capital gain or capital loss, as 
the case may be, for the year from the 146.3, 149.1 and 204, subsection 10 


an 206(1.1) and section 257 of the Act and 
ee the definition ‘“‘term preferred share’ in 


(2) The return required under this sec- STIS OLGA EASON ACE 
tion shall be filed within 60 days from the 15 4. Part XXXII of the said Regulations is 
end of the taxation year of the taxpayer further amended by adding thereto, 15 
and shall be in respect of that taxation immediately after section 3201 thereof, the 
year.” following heading and section: 


2. Subsection 209(1) of the said Regula- 
tions is repealed and the following substitut- 20 


ed therefor: i 
PRESCRIBED CONTINGENCY FUNDS 


“209. (1) Every person required by 3202. The following _ contingency 
section 200, 201, 202, 204, 204.1, 208, funds are hereby prescribed for the pur- 
212, 214, 217, 218 or 223 to file a return poses of subparagraph 47. 1(1)(/)(i): 20 


shall forward to each taxpayer, in respect 25 
of whose income the return relates, two 
copies of the portion of the return relating 5. Sections 1 to 4 are applicable after 
to such taxpayer.”’ October 1, 1983. 


(a) The National Contingency Fund.”’ 
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Income for Taxation Year 


ITA 
3(b)(i) 


ITA 
3(d) 


Clause 1 


Section 3 of the Income Tax Act provides rules for determining a taxpayer’s 
income for a taxation year for the purposes of Part | of the Act. 


Subciause 1( 1) 


Subparagraph 3(b)(i) includes a taxpayer’s taxable capital gains for a taxation 
year in his income. The amendment to this subparagraph provides that taxable 
capital gains from indexed security investment plans are to be included in income 
to the extent they exceed allowable capital losses from indexed security invest- 
ment plans. 


Subclause 1(2) 

Paragraph 3(d) of the Act provides for the deduction of various losses for a taxa- 
tion year in the calculation of a taxpayer’s income for the taxation year. The 
amendment to this paragraph provides that allowable capital losses from indexed 
security investment plans are to be similarly deducted to the extent they exceed 
taxable capital gains from indexed security investment plans. 


Subclause 1(3) 


This sets out the effective date for the amendments to section 3 of the Act. 
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Gains and Losses 
Not Included 


ITA 
9(3) 


38 


Clause 2 


Subsection 9(3) of the Act specifies that a taxpayer’s income or loss from a prop- 
erty does not include any capital gain or capital loss of the taxpayer from the dis- 
position of the property. The amendment to subsection 9(3) provides that any gain 
or loss from an indexed security investment plan as well as any gain or loss from 
the disposition of a security owned under such a plan also are not included. 


The effective date for the amendment to section 9 of the Act is set out in sub- 
clause 2(2) of the draft legislation. 


Expenses of 
Borrowing Money 


ITA 


18(11)(e), (f) 
(g) and (h) 


Clause 3 


Paragraphs 20(1)(c), (d), (e) and (k) of the Act permit a deduction for interest and 
other expenses in respect of money borrowed for the purpose of gaining or pro- 
ducing income from a business or investment. Subsection 18(11) prohibits the 
deduction of these expenses in respect of indebtedness incurred for certain pur- 
poses. New paragraphs 18(11)(e), (f), (g) and (h) extend this prohibition to indebt- 
edness relating to securities acquired or owned under an indexed security invest- 
ment plan as well as certain indebtedness incurred to acquire an interest in, or 
make a contribution or loan to, a trust that is, or becomes, a participant under an 
indexed security investment plan. The limitation does not apply with respect to 
interest and other borrowing costs relating to a period when the security was not 
acquired or owned under an indexed security investment plan or when the trust 
was not a participant under an indexed security investment plan. 


The effective date for the amendments to section 18 of the Act is set out in sub- 
clause 3(2) of the draft legislation. 
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Taxable Capital 
Gains and Allowable 
Capital Losses 


ITA 
38(d) and (e) 


40 


Clause 4 


Section 38 of the Act defines the amount of a taxpayer’s taxable capital gain, 
allowable capital loss or allowable business investment loss for a taxation year 
from the disposition of a property. 


New paragraph 38(d) provides that a taxpayer’s taxable capital gain for a taxation 
year from an indexed security investment plan is one-half of the amount by which 
his capital gain for the year from the plan exceeds any administration fees paid in 
the year in respect of the plan. 


New paragraph 38(e) provides that a taxpayer’s allowable capital loss for a taxa- 
tion year from an indexed security investment plan is one-half of the sum of his 
capital loss, if any, for the year from the plan plus the amount by which any 
administration fees paid in the year in respect of the plan exceed his capital gain, if 
any, for the year from the plan. As a consequence of these amendments, one-half 
of fees or expenses related to the administration of an indexed security investment 
plan will either reduce the taxpayer’s taxable capital gain from the plan or increase 
the taxpayer’s allowable capital loss from the plan. 


The effective date for the amendments to section 38 of the Act is set out in sub- 
clause 4(2) of the draft legislation. 


Capital Properties 


ITA 
39(1)(a)(v) and 
(b)(ii) 


ITA 
39(6) 


Clause 5 


Subclauses 5(1) and (2) 


Paragraphs 39(1)(a) and (b) of the Act define a taxpayer's capital gain or loss for 
a taxation year from the disposition of a property. New subparagraph 39(1)(a)(v) 
and the amendment to subparagraph 39(1)(b)(ii) exclude a gain or loss realized on 
the disposition of a security owned under an indexed security investment plan from 
the meaning of capital gain or capital loss. 


Subciause 5(3) 


Subsection 39(4) of the Act permits certain taxpayers to elect to treat all 
Canadian securities owned by them as capital property, thereby ensuring that any 
gains or losses on their disposal are capital in nature. Subsection 39(6) defines 
‘Canadian security’”’ for this purpose. The amendment to subsection 39(6) 
ensures that gains or losses on the disposition of securities owned under an 
indexed security investment plan will not be treated as capital gains or losses by 
virtue of the election under subsection 39(4). Such gains and losses are dealt with 
separately in section 47.1 of the Act. 


Subclauses 5(4) and (5) 


These set out the effective dates for the amendments to section 39 of the Act. 
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Net Losses on 
Transferring 
Securities to an 
Indexed Security 
Investment Plan 


ITA 
40(2)()) 


ITA 
40(3.1) 


42 


Clause 6 


Subclause 6( 1) 


Taxpayers will be allowed to transfer securities owned outside an indexed security 
investment plan to such a plan. Under paragraph 47. 1(2)(c) such transfers are 
deemed to occur at fair market value. The operation of paragraph 47. 1(2)(c) is dis- 
cussed in the commentary on subsection 47.1(2). Subsection 40(2) of the Act pro- 
vides special rules to determine the amount of capital gain or capital loss recog- 
nized for tax purposes in certain circumstances. New paragraph 40(2)(j) provides 
that any capital loss arising on the transfer of a security to an indexed security 
investment plan within 60 days after the security was acquired outside the plan will 
be reduced by the amount of commissions and other expenses incurred in acquir- 
ing that security. 


Subclause 6 (2) 


New subsection 40(3. 1) will limit the amount of deemed capital losses arising on 
transfers of securities to indexed security investment plans to the amount of capi- 
tal gains arising on such transfers. Capital losses in excess of this amount will be 
deemed to be offset by an equivalent capital gain. This amendment will apply only 
to taxation years commencing after December 31, 1984 in order to provide a tran- 
sitional period during which existing investment portfolios can be transferred to 
indexed security investment plans without the application of this loss limitation. 


Subclauses 6(3) and (4) 


These set out the effective dates for the amendments to section 40 of the Act. 


Where Identical 
Properties are 
Indexed Securities 


ITA 
47(4) 


Clause 7 


Section 47 of the Act provides that the cost of two or more identical properties 
acquired by a taxpayer after 1971 are to be averaged for purposes of calculating 
the adjusted cost base of the properties. New subsection 47(4) provides that the 
cost of any property held under an indexed security investment plan will not be 
considered in calculating the adjusted cost base of identical properties owned by 
the taxpayer outside the plan. 


The effective date for the amendrnent to section 47 of the Act is set out in sub- 
clause 7(2) of the draft legislation. 
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Indexed Security 
Investment Plans 


Definitions 


ITA 
47.1(1)(a) 
‘Administrator’ 


ITA 

47.1(1)(b) and (c) 
“Capital gain”’ 
“Capital loss’’ 


ITA 
47.1(1)(d) 
“Fair Market Value 


ITA 
47.1(1)(e) 
“Indexed Security”’ 
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Clause 8 


New section 47.1 contains the basic rules governing indexed security investment 
plans. A taxpayer may enter into a contract with a plan administrator to own quali- 
fied Canadian securities under an indexed security investment plan. The cost of 
investments owned under the plan will be indexed for inflation and 25 per cent of 
capital gains or capital losses from the plan will be recognized for income tax pur- 
poses on an accrual basis. The administrator of the indexed security investment 
plan will be required to compute the taxpayer’s capital gain or capital loss for the 
year from the plan and to provide him with appropriate information annually. 


Subsection 47.1(1) provides the necessary definitions. Subsection 47. 1(2) deals 
with acquisitions and dispositions of indexed securities. Subsections 47. 1(3) to (9) 
deal with the computations required under the plan. Subsections 47. 1(10) to (23) 
contain special rules. 


Subclause 8( 1) 


Paragraph 47.1(1)(a) defines ‘‘administrator’’ of an indexed security investment 
plan to be a ‘trader or dealer in securities’, a mutual fund corporation, a mutual 
fund trust or an insurer, who has entered into a contract with a participant to 
administer an indexed security investment plan. The term ‘trader or dealer in 
securities’ is defined in paragraph (I) and includes stock brokers as well as banks, 
trust companies and credit unions. The term ‘participant’ is defined in paragraph 


(h). 


Paragraphs 47.1(1)(b) and (c) define ‘‘capital gain’”’ and ‘‘capital loss’ of a tax- 
payer for a taxation year from an indexed security investment plan by reference to 
the various subsections of the Act that deal with such plans. One-half of any capi- 
tal gain or capital loss from a plan in a year will be included in computing the tax- 
payer’s income for the year by virtue of new paragraphs 38(d) and (e) and the 
amendments to paragraphs 3(b) and (d). 


Paragraph 47.1(1)(d) defines ‘‘fair market value’ of a qualified security at a par- 
ticular time. In the case of a security listed or traded on a prescribed stock 
exchange in Canada, the fair market value is the quoted price determined using 
the method regularly followed by the administrator of the plan in determining such 
prices. In the case of the share of a mutual fund corporation, a unit of a mutual 
fund trust or an interest in a related segregated fund trust, the fair market value is 
the amount that would be received if the security were disposed of or redeemed at 
the particular time. 


Paragraph 47.1(1)(e) defines an “‘indexed security’ to be a qualified security 
owned by a taxpayer under an indexed security investment plan and, where the 
administrator of the plan is a ‘‘trader or dealer in securities’, held in the care and 
custody of such administrator. The term ‘‘qualified security’ is defined in para- 


graph (j). 


ITA 

47. 1(1)(f) 
“Indexed Security 
Investment Plan’ 


ITA 


47.1(1)(g) 
“Indexing Factor’ 


ITA 
47.1(1)(h) 
“Participant”’ 


ITA 

47. 1(1)(i) 
“Plan”’ 
ITA 


47.1(1)(j) 
“Qualified Security 


ITA 

47. 1(1)(k) 
“Specified 
Adjustment Factor” 


” 


Paragraph 47. 1(1)(f) defines an ‘‘indexed security investment plan’ to be a plan 
evidenced by a written contract between an administrator resident or licensed to 
Carry on business in Canada and an individual (including most trusts) resident in 
Canada under which the administrator agrees to annually compute the individual’s 
capital gain or capital loss from the plan. 


Paragraph 47. 1(1)(g) defines the term ‘‘indexing factor’ for a particular month as 
the ratio of the Consumer Price Index for the immediately preceding month to the 
Consumer Price Index for the second preceding month. The indexing factor for a 
particular month is used in the calculation of the indexing base of an indexed secu- 
rity investment plan at the end of that month. The definition uses the Consumer 
Price Index for each of the two preceding months in order to facilitate computa- 
tions on a timely basis. 


Paragraph 47. 1(1)(h) defines a ‘‘participant’’ under an indexed security investment 
plan to mean an individual resident in Canada who has entered into an indexed 
security investment plan contract. Where a participant dies, a spouse or spouse 
trust who has acquired all the rights and assumed all the obligations under the 
plan and who meets the conditions set out under new paragraph 70(5.4)(e) will 
become the participant under the deceased’s plan. 


Paragraph 47. 1(1)(i) provides that for the purposes of section 47.1, ‘‘Plan’’ means 
an indexed security investment plan. 


New paragraph 47. 1(1)(j) defines ‘‘qualified security” in relation to an indexed 
security investment plan. In the case of a plan administered by a trader or dealer in 
securities, a prescribed stock exchange in Canada must certify that a security 
meets certain conditions in order for it to be a qualified security. The prescribed 
exchanges are set out in Regulation 3200 and are the Alberta Stock Exchange, 
the Montreal Stock Exchange, the Toronto Stock Exchange, the Vancouver Stock 
Exchange and the Winnipeg Stock Exchange. 


Securities eligible for certification include most listed common shares of corpora- 
tions incorporated and having their head office in Canada as well as posted rights 
and warrants to acquire such shares. Also included are certain publicly traded 
options to buy or sell eligible shares. Shares of a mutual fund corporation or an 
investment corporation are not eligible for certification in this manner. 


Where 25 per cent or more of any class of the issued shares of a corporation are 
owned by a participant under a plan, persons with whom he does not deal at 
arm’s length, or a combination thereof, that corporation’s shares will not be quali- 
fied securities for the participant’s plan. 


In the case of an indexed security investment plan administered by a mutual fund 
corporation, a mutual fund trust or an insurer with respect to a related segregated 
fund trust, a qualified security is a share of the capital stock of the mutual fund 
corporation, a unit of the mutual fund trust or an interest in the related segregated 
fund trust, as the case may be. There is no requirement that these securities be 
certified in order to qualify for an indexed security investment plan. 


Paragraph 47. 1(1)(k) defines ‘‘specified adjustment factor’ for a taxation year in 
respect of an indexed security investment plan. The specified adjustment factor is 
used primarily in the computation of a taxpayer’s gain or loss from an indexed 
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ITA 

47.1(1)(I) 

“Trader or Dealer 
in Securities”’ 


ITA 

47.1(2) 
Acquisitions and 
Dispositions 
Under a Plan 
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security investment plan administered by a mutual fund corporation, a mutual fund 
trust or an insurer in respect of a related segregated fund trust (in this paragraph 
referred to as the ‘‘fund’’). It is a weighted average computation of the portion of a 
fund’s total assets that are non-qualified assets, determined as at two points in 
each month in the year. The specified adjustment factor reduces the indexing ben- 
efit otherwise available to a taxpayer in a year if over the year more than 10 per 
cent of the assets of the fund are non-qualified assets on a weighted average 
basis. The 10 per cent allowance for non-qualified assets recognizes that funds 
need to maintain some cash balances to meet redemptions. 


In order to limit the availability of the indexing benefit to taxpayers who invest in 
those funds which primarily hold qualified securities, any fund whose specified 
adjustment factor exceeds 40 per cent will be deemed to have a specified adjust- 
ment factor of one. As a result, there will be no indexing benefit with respect to 
such a fund. 


In the case of plans administered by traders or dealers in securities, the specified 
adjustment factor is deemed to be nil. 


Paragraph 47. 1(1)(|) defines ‘‘trader or dealer in securities’ to be persons resident 
in Canada who are registered or licensed under the laws of a province to trade in 
securities and who are members of a prescribed contingency fund. It is proposed 
that the National Contingency Fund will be prescribed for this purpose, thus 
including most stock brokers in Canada in this definition. Also included are char- 
tered banks, trust companies and credit unions resident in Canada that are 
authorized under federal or provincial law to act as agents in the purchase and 
sale of securities. 


Subsection 47.1(2) provides rules to be used when a taxpayer acquires or dis- 
poses of a security that is a qualified security in relation to an indexed security 
investment plan and which the taxpayer would otherwise treat as capital property. 
The subsection also applies where a qualified security owned outside an indexed 
security investment plan is transferred to such a plan. 


Paragraph 47.1(2)(a) applies where a security was treated by an administrator of 
an indexed security investment plan as having been acquired or disposed of under 
the plan in a particular month. Unless the participant advises the administrator 
within the first ten days of the following month that this treatment is incorrect, the 
security is deemed to have been acquired or disposed of under the plan as 
reported by the administrator. New paragraph 47. 1(2)(b) provides similar rules in 
the case of a security treated by the administrator as having been acquired or dis- 
posed of outside of the plan. 


Paragraph 47.1(2)(c) applies where a security acquired outside an indexed secu- 
rity investment plan is subsequently transferred to the plan. Where a taxpayer 
transfers a security owned by him into an indexed security investment plan, that 
security is deemed to have been disposed of outside the plan for proceeds of dis- 
position equal to its fair market value and to have been reacquired under the plan 
at a cost equal to that fair market value. Any capital gain or capital loss arising on 
the deemed disposition will be included or deducted in determining the taxpayer’s 
income for the year of transfer. Special rules contained in pararaph 40(2)(j) and 
subsection 40(3.1) may apply to restrict the deductibility of capital losses arising in 
these circumstances. 


ITA 

47.1(3) 

Indexing Base at 
Beginning of Year 


ITA 

47.1(4) 

Indexing Base at 
the End of a Month 
and Indexed Gain 
Amount for a Month 


ITA 

47. 1(5) 
Indexed Gain 
or Loss 


Subsection 47. 1(3) determines the indexing base of an indexed security invest- 
ment plan at the beginning of a taxpayer’s taxation year. Simply stated, the index- 
ing base of an indexed security investment plan at the beginning of the year is the 
fair market value of all indexed securities owned under the plan at the end of the 
preceding year plus any deferred loss, or minus any deferred gain, from the plan 
for that preceding year. Such a deferred gain or loss will arise by virtue of new sub- 
section 47. 1(9) which generally provides that only one-quarter of a gain or loss for 
a taxation year from an indexed security investment plan is taken into account for 
tax purposes in that year. 


Subsection 47. 1(4) determines the indexing base of an indexed security invest- 
ment plan at the end of a month and the taxpayer’s indexed gain amount for a 
month. 


Paragraph 47. 1(4)(a) defines the indexing base of an indexed security investment 
plan as the sum of: 


1. the indexing base at the end of the previous month (or, in the case of the first 
month of the taxation year, at the beginning of the year) multiplied by the 
indexing factor for the month; plus 


2. the cost of each indexed security acquired during the month; 


less the sum of 


3. the proceeds from each disposition of an indexed security in the month and 
each grant in the month of an option to sell a security owned under the plan 
minus any costs incurred in making the disposition or grant; plus 


4. the excess of the total of indexed gain amounts for preceding months in the 
year over any such indexed gain amounts applied in the year to reduce the 
indexing base of the plan at the end of any such month in the year. 


The indexing factor for a particular month is defined in paragraph 47.1(1)(g). A 
security acquired during a month is not indexed until the following month. Simi- 
larly, a security disposed of during a month continues to receive indexing for that 
month provided it was owned under the plan at the beginning of that month. 


The indexing base of a plan at the end of any month cannot be negative. Where 
this would otherwise happen, an indexed gain amount for the month from the plan 
will result as defined in new paragraph 47. 1(4)(b). An indexed gain amount is not 
subject to indexing. Rather, it is accumulated during the year and applied under 
new paragraph 47. 1(4)(a) in computing the indexing base of the plan at the end of 
any subsequent month in the year in which additional securities are acquired under 
the plan. If an unapplied balance remains at the end of the year, it is included in 
computing the taxpayer’s indexed gain for the year from the plan under subsec- 


tion 47. 1(5). 


Subsection 47. 1(5) determines the indexed gain or loss of a taxpayer for a taxa- 
tion year from an indexed security investment plan. The indexed gain or loss is 
then used in new subsection 47. 1(7) to determine the gain or loss of the taxpayer 
from the plan for the year. Finally, the gain or loss is used in subsection 47. 1(9) to 
determine the taxpayer’s capital gain or capital loss from the plan. 
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A taxpayer’s indexed gain for a year from a plan will normally be the amount by 
which the fair market value of all indexed securities owned by the taxpayer under 
the plan at the end of the last month of the year exceeds the indexing base of the 
plan at that time. However, where the aggregate of the indexed gain amounts, if 
any, for each month in the year exceed the amounts applied under paragraph 
47.1(4)(a) to reduce the indexing base at the end of any month in the year, the 
indexing base at the end of the year will be nil. In this case, the taxpayer’s indexed 
gain for the year will be the sum of the fair market value of all indexed securities 
owned by the taxpayer under the plan at the end of the year plus the unutilized 
indexed gain amounts. 


A taxpayer’s indexed loss for a year from a plan is the amount by which the index- 
ing base of the plan at the end of the last month in the year exceeds the fair mar- 
ket value of all indexed securities owned by the taxpayer under the plan at that 
time. 


Subsection 47. 1(6) determines the unindexed gain or loss of a taxpayer for a taxa- 
tion year from an indexed security investment plan. It is the amount that would be 
the indexed gain or loss of the taxpayer for the year from the plan, if there were no 
inflation for the year. The unindexed gain or loss is necessary to determine the tax- 
payer’s gain or loss for the year from a plan administered by a mutual fund trust, a 
mutual fund corporation or an insurer. This determination is described in more 
detail in the explanation to subsection 47. 1(7). 


Subsection 47.1(7) determines the gain or loss of a taxpayer for a taxation year 
from an indexed security investment plan. Where the plan is administered by a 
trader or dealer in securities, the gain or loss will normally be equal to the indexed 
gain or loss determined under new subsection 47. 1(5). 


In the case of other plans, there will be a reduction in the indexing benefit to the 
extent that the specified adjustment factor of the taxpayer for the year in respect 
of the plan is greater than nil. The reduction in the indexing benefit is calculated by 
multiplying the specified adjustment factor by the difference between the unin- 
dexed gain or loss and the indexed gain or loss. The resulting product then is used 
to increase the indexed gain or decrease the indexed loss, as the case may be. 


New subsection 47.1(8) modifies the computation under subsection 47. 1(7) of the 
gain or loss of a taxpayer for a year from an indexed security investment plan 
when inflation is negative during the period in the year when the plan was in opera- 
tion. Where the plan was in operation during the full year, inflation is measured 
from the second month preceding the beginning of the year to the next to last 
month in the year. Where the plan was established during the year, inflation is 
measured from the month preceding the month of establishment. Where the plan 
was terminated during the year, inflation is measured up to the month of termina- 
tion. 


Where negative inflation occurs, indexing will have reduced the indexing base of 
the plan and a purchasing power gain will have occurred that is not reflected in the. 
taxpayer’s unindexed gain or loss from the plan. Subsection 47.1(8) modifies sub- 
section 47.1(7) so that the taxpayer’s gain or loss from the plan includes the 
appropriate real gain from negative inflation. 
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Subsection 47. 1(9) determines a taxpayer’s capital gain or capital loss for a year 
from an indexed security investment plan. This amount is then halved under para- 
graphs 38(d) or (e) to determine the taxpayer’s taxable capital gain or allowable 
capital loss for the year from the plan. 


A taxpayer’s capital gain for a year from an indexed security investment plan will 
generally be 25 per cent of his gain for the year from the plan as determined under 
subsection 47.1(7). This defers recognition of 75 per cent of the gain. However, 
where the deferred portion of the gain exceeds the fair market value of all indexed 
securities owned by the taxpayer under the plan at the end of ihe year, the excess 
also will be included in the taxpayer’s capital gain for the year from the plan. This 
will occur only where realized gains have not been reinvested in new securities 
owned under the plan. A taxpayer’s capital loss for a year from a plan is simply 
25 per cent of his loss for the year from the plan. 


Subsection 47.1(10) applies where an indexed security investment plan is ter- 
minated. It deems all securities owned under the plan to be disposed of under the 
plan immediately before the time of termination for proceeds equal to fair market 
value and deems the securities to be reacquired outside the plan at a cost equal to 
such proceeds. Any resulting gain will be fully recognized in the year as a capital 
gain from the plan since no securities will be owned under the plan at the end of 
the year. One-fifth of any resulting loss is recognized in the year as a capital loss 
from the plan and the balance is amortized in equal amounts over the next four 
years. 


Subsection 47.1(11) applies to deem an indexed security investment plan ter- 
minated in two situations. The first is where no securities are owned under the plan 
at the end of a year and the loss from the plan for the year is less than $2,500. The 
second is where the participant under the plan is a trust and the trust ceases to be 
a qualified trust as described in subclause 47. 1(1)(f)(i)(A)(II). Where the plan is 
deemed to be terminated in either of these circumstances, the provisions of sub- 
section 47.1(10) will apply. 


Subsection 47.1(12) provides an exception to the loss amortization rule in para- 
graph 47.1(10)(c). Where a trust is terminated in a year, the trust will be able to 
deduct any loss resulting from the termination of a plan by virtue of the termination 
of the trust and any unamortized losses that relate to a plan terminated earlier in 
the year or in a previous year. 


Subsection 47.1(13) applies where an indexed security held under an indexed 
security investment plan is exchanged for or replaced by other property. The 
indexed security is deemed to have been disposed of for proceeds equal to the fair 
market value of the other property. Where the consideration received for the 
indexed security includes a qualified security, the qualified security is deemed to 
be an indexed security acquired under the plan at a cost equal to its fair market 
value. Any other property received as consideration is deemed to have been 
acquired outside the plan at a cost equal to its fair market value. 


Subsection 47. 1(14) applies where an indexed security owned by a taxpayer 
under an indexed security investment plan is withdrawn from the plan or ceases to 
be a qualified security in relation to the plan. In these circumstances the security is 
treated as having been disposed of under the plan for proceeds of disposition 
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equal to its fair market value at that time and to have been reacquired outside the 
plan at a cost equal to that value. 


Subsection 47.1(15) applies where a taxpayer acquires a security outside an 
indexed security investment plan by virtue of the exercise of a right, warrant or 
option held under the plan. In these circumstances, the taxpayer is treated as hav- 
ing disposed of the right, warrant or option under the plan prior to its exercise for 
proceeds of disposition equal to its fair market value and to have reacquired it out- 
side of the plan at a cost equal to that fair market value. As a result, the indexing 
base of the plan is reduced. Where the security is acquired under the plan, the 
provisions of subsection 49(3) apply. 


Subsection 47. 1(16) contains two special rules applicable where a taxpayer owns 
a share of the capital stock of a mutual fund corporation under an indexed security 
investment plan. First, any capital gains dividends received by the taxpayer on the 
share are deemed not to have been received by the participant as a capital gain 
but rather as proceeds of disposition from the sale of the share. Accordingly, capi- 
tal gains dividends will reduce the indexing base of the plan. Second, any amount 
received by the taxpayer on the redemption, in whole or in part, of the share also 
will be treated as proceeds of disposition and will thus reduce the indexing base of 
the plan. This provision does not affect the status of the capital gains dividend or 
redemption proceeds for purposes of determining the mutual fund corporation’s 
capital gains refund. 


Subsection 47.1(17) contains two special rules applicable where a taxpayer owns 
a unit of a mutual fund trust under an indexed security investment plan. First, 
where the trust allocates a capital gain realized by it to the taxpayer, the amount 
so allocated is deemed not to be a capital gain to the participant. Instead, the 
amount allocated will be treated as proceeds from the disposition of the unit and 
thus will reduce the indexing base of the plan. Second, any amounts received by 
the taxpayer as a distribution or payment of capital in respect of the unit also will 
be treated as proceeds of disposition thereby reducing the indexing base of the 
plan. This provision does not affect the determination of the mutual fund trust’s 
capital gains refund. 


Subsection 47.1(18) contains four special rules applicable where a taxpayer owns 
an interest in a related segregated fund trust under an indexed security investment 
plan administered by an insurer. First, where the insurer transfers property to the 
related segregated fund trust, there is an increase under subparagraph 

138. 1(1)(g)(ii) in the adjusted cost base to the taxpayer in respect to his interest in 
the trust. New paragraph 47. 1(18)(a) provides that the increase in the cost base 
will be treated as a cost of acquiring an interest under the plan in the related 
segregated fund trust. This results in an increase in the indexing base of the plan. 


Second, paragraph 138. 1(1)(f) treats certain income of a related segregated fund 
trust as payable to the beneficiaries of the trust and thus, taxable in their hands. 
Such income is never allocated to the beneficiaries as such. Since this is the 
equivalent of the trust paying out its income and the beneficiaries reinvesting the 
funds in the trust, it is appropriate that the indexing base of the indexed security 
investment plan should be adjusted. Under paragraph 47. 1(18)(b) such amounts 
are treated as a cost of acquiring an interest in a related segregated fund trust and 
are added to the indexing base of the plan. 
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Third, under subsection 138. 1(3) all capital gains and capital losses of a related 
segregated fund trust are treated as capital gains and capital losses of the 
beneficiaries under the trust and not as capital gains and capital losses of the 
trust. Under paragraph 47. 1(18)(c) any amount so treated as a capital gain or 
capital loss of a beneficiary will not be included in computing the beneficiary’s tax- 
able capital gains or allowable capital losses if the beneficiary owns the interest in 
the trust under an indexed security investment plan. 


Finally, where a taxpayer sells all or part of his interest in a related segregated fund 
trust, under subsection 138. 1(4) the trustee may elect that certain capital proper- 
ties are deemed to be disposed of at their fair market value and immediately reac- 
quired at a cost equal to that fair market value. The trustee may then allocate the 
resulting capital gain or capital loss to the taxpayer who disposed of his interest in 
the trust. Under paragraph 47. 1(18)(d), such an allocated capital gain or capital 
loss will be deemed not to be a capital gain or capital loss of the taxpayer if the 
interest in the trust was held under an indexed security investment plan. 


Subsection 47.1(19) applies where a taxpayer is a participant at any time in a tax- 
ation year under two or more indexed security investment plans administered by 
the same trader or dealer in securities. It provides that all such plans will be treated 
as one plan for purposes of section 47.1. 


Subsection 47. 1(20) contains a special computational rule which allows all 
indexed securities owned by a taxpayer under an indexed security investment plan 
administered by a trader or dealer in securities to be transferred on a rollover basis 
to a second plan administered by another trader or dealer in securities. Where 
such a transfer occurs, the second trader or dealer will compute the taxpayer’s 
capital gain or capital loss for the year from the plans as if he had been the 
administrator of both plans at all times in the year. As a practical matter, this will 
require the first trader or dealer to inform the second trader or dealer of all trans- 
actions in the month of transfer and either the first plan’s indexing base at the end 
of the preceding month or the unutilized indexed gain amount at the time of trans- 
fer, as the case may be. 


Subsection 47.1(21) applies where the taxation year of a taxpayer who is a partici- 
pant under an indexed security investment plan does not end at the end of a cal- 
endar month. This situation can arise where the taxpayer becomes a bankrupt 
during the year or where the taxpayer is a testamentary trust. In the case of a tax- 
payer becoming a bankrupt, all computations in respect of the plan will be made 
as if his taxation year were the period commencing on the first day of the first cal- 
endar month ending in the year and ending on the last day of the calendar month 
that includes the day on which he became a bankrupt. In the case of a testamen- 
tary trust, all computations in respect of the plan will be made as if the trust's tax- 
ation year were the period commencing on the first day of the first calendar month 
ending in the year and ending on the last day of the last calendar month ending in 
the year. These rules address the fact that the Consumer Price Index is only avail- 
able in respect of calendar months and will assist plan administrators by only 
requiring computations at the end of calendar months. 


Subsection 47. 1(22) reduces the benefit from indexation where a taxpayer who is 
a participant under an indexed security investment plan arranges his affairs in such 
a way as to artificially or unduly reduce a gain or increase or create a loss from a 
plan under which he, or a person with whom he does not deal at arm’s length, is a 
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participant. The rule will apply where the taxpayer withdraws or disposes of an 
indexed security owned under the plan and has an indexed gain amount in respect 
of the plan for any month in the year. Where the rule applies, the specified adjust- 
ment factor in respect of each plan involved will be deemed to be one. The effect 
will be that the participants under the plans involved will not receive a benefit from 
indexation in the taxation year in which the artificial or undue reduction, increase 
or creation occurred. 


Subsection 47. 1(23) is a general anti-avoidance provision in respect of indexed 
security investment plans. Where, as a result of one or more sales, exchanges, 
declarations of trust or other transactions, a taxpayer reasonably may be con- 
sidered to have artificially or unduly decreased a gain or increased or created a 
loss from a plan, the plan will be deemed to have been terminated at the later of 
the time the plan was established and the beginning of the year in which the trans- 
action took place. As a result, the rules in subsection 47. 1(10) with respect to the 
termination of a plan will apply. The taxpayer will receive no indexing benefit in 
respect of the plan for the year and all transactions which occurred under the plan 
during the year will be treated as having taken place outside the plan. This provi- 
sion will not apply where subsection 47. 1(22) is applicable. 


Subclause 8( 2) 


This sets out the effective date for new section 47.1. 
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Clause 9 


Subclause 9( 1) 


Subsection 48(1) of the Act provides that a taxpayer who ceases to be resident in 
Canada is treated as having disposed of each property he owns, with certain 
exceptions, for proceeds of disposition equal to fair market value. This amendment 
exempts indexed securities from the deemed disposition rule under subsection 
48(1). Instead, new subsection 48(1.1) will apply to such securities. 


Subclause 9( 2) 


New subsection 48(1.1) provides that where, at any time in a taxation year, a par- 
ticipant under an indexed security investment plan ceases to be resident in 
Canada, all such plans under which he is a participant are deemed to be ter- 
minated immediately before the time of departure. In addition, the taxpayer’s capi- 
tal gain or capital loss for the year from the plan will be the amount that otherwise 
would have been his gain or loss for that year from the plan. Thus, there will be no 
amortization of gains or losses in the year of departure. Finally, where the taxpayer 
had previously terminated a plan, any capital loss that would otherwise be amor- 
tized by virtue of subsection 47. 1(10) will be deemed to be a capital loss from the 
plan for the year of departure, thus accelerating the recognition of such loss. 


Subclause 9(3) 


This sets out the effective date for the amendments to section 48. 
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Clause 10 


Subsection 49(3) contains rules to determine the proceeds of disposition and the 
cost of a property when an option in respect of the property is exercised. Several 
changes to these rules are necessary to accommodate indexed security invest- 
ment plans. 


Under subsection 49(1), where a taxpayer grants an option to acquire or dispose 
of a property, such granting is treated as a disposition of a property which has an 
adjusted cost base of nil. Thus, the proceeds from the grant of the option are 
treated as a capital gain. If the option is subsequently exercised, subsection 49(3) 
applies to treat the grant of the option as not being a disposition. Instead it adjusts 
either the proceeds received on the disposition of the property or the cost of the 
property acquired, as the case may be. In the case of the grant of an option to buy 
shares under an indexed security investment plan or the exercise of an option to 
sell shares that are owned under such a plan, the subsequent adjustment is not 
necessary. The amendment to the preamble to subsection 49(3) addresses these 
two situations. 


The amendment to subparagraph 49(1)(a)(i) excludes any consideration received 
by a vendor on the grant of an option to buy from his proceeds of disposition on 
the exercise of the option if the option is an indexed security. Since the grant of 
the option reduces the indexing base of the plan by virtue of subparagraph 
47.1(4)(a)(ili), the vendor’s proceeds of disposition do not have to be increased by 
this amount. Otherwise, the amount received would be subject to tax twice. 


Subparagraph 49(3)(a)(ii) is amended to provide that the cost to the purchaser of 
a property acquired by the exercise of an option to buy will not be increased 
where the option is an indexed security. Since the cost of the option will already 
have been included in the indexing base of the plan, the cost of a security 
acquired on the exercise of the option should not be increased again by the cost 
of the option. Where the taxpayer owns the option under an indexed security 
investment plan but acquires the security outside the plan on the exercise of the 
option, new subsection 47.1(15) will apply as described in the commentary on that 
subsection. 


Subparagraph 49(3)(b)(i) excludes from a vendor’s proceeds of disposition on the 
exercise of an option to sell an indexed security, any amount paid by him for the 
option. Where the option is an indexed security, the cost of the option will have 
been included in the indexing base of the plan. Thus, it is appropriate that the full 
amount of proceeds received on the exercise of the option be applied to reduce 
the indexing base of the plan. Where the option is not an indexed security, the 
exercise of the option will be deemed to be a disposition of the option by virtue of 
the amendment to the preamble to subsection 49(3). As the proceeds on the sale 
of this option will be nil, the taxpayer will realize a capital loss equal to his adjusted 
cost base for the option. The full amount of proceeds received on the exercise of 
the option will reduce the indexing base of the plan. This result is essentially 
equivalent to that which would have arisen had the optioned securities been trans- 
ferred to the taxpayer at the exercise price and subsequently sold outside the 
plan. 


The effective date for the amendments to section 49 of the Act is set out in sub- 
clause 10(2) of the draft legislation. 
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Clause 11 


Subclause 11(1) 


Paragraph 54(h) defines the term ‘‘proceeds of disposition’ of property. New sub- 
paragraph 54(h)(ix. 1) includes in proceeds of disposition, any amount received on 
a reduction of the paid-up capital of a corporation in respect of a share that is an 
indexed security. Such amounts will reduce the indexing base of the plan under 
which the security is owned. 


Subclause 11(2) 


Paragraph 54(i) of the Act defines the term ‘‘superficial loss’’ of a taxpayer from 
the disposition of property. A loss which is a superficial loss is deemed to be nil for 
tax purposes and, therefore, is not allowed as a capital loss. The amendment to 
subparagraph 54(i)(iii) will exclude from the definition of superficial loss a capital 
loss that occurred as the result of a transfer of a security to an indexed security 
investment plan. However, the deductibility of such losses may be restricted by 
paragraph 40(2)(j) or subsection 40(3. 1). 


Subclause 11(3) 


This sets out the effective date for the amendments to section 54 of the Act. 
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Clause 12 


Subclause 12(1) 


Under subsection 70(2) of the Act, the value of “‘rights or things’’ owned by a tax- 
payer at his death is required to be included in his income for his final taxation 
year. This subsection is amended to exclude an indexed security from the meaning 
of a right or thing. 


Subclause 12(2) 


Under subsection 70(5) of the Act, a taxpayer is treated as having disposed 
immediately before his death of any capital property owned by him at that time. 
New subsection 70(5.4) sets out rules that will apply where a taxpayer who is, or 
was previously, a participant under an indexed security investment plan dies in the 
year. As a general rule, each security owned under an existing plan is deemed to 
have been disposed of immediately before the taxpayer’s death for proceeds 
equal to its fair market value at that time. The deceased’s capital gain or capital 
loss for the year from the plan will be the amount that would otherwise have been 
his gain or loss for the year from the plan; that is, there will be no amortization of 
gains and losses in the year of death. Where the deceased had previously ter- 
minated an indexed security investment plan, any capital loss that would otherwise 
have been amortized by virtue of subsection 47. 1(10) will be treated as a capital 
loss from the plan for the year of death. Any person who has acquired a security 
that was owned by a deceased under an indexed security investment plan is 
deemed to have acquired it at a cost equal to its fair market value immediately 
before the death of the taxpayer. 


By virtue of paragraph 70(5.4)(e), the above rules will not apply in certain circum- 
stances. Subsection 70(6) of the Act permits capital property to be transferred or 
distributed on death to a spouse or qualifying spousal trust on a tax-deferred ‘‘roll- 
over’’ basis. Paragraph 70(5.4)(e) extends the rollover to securities owned under 
an indexed security investment plan if three conditions are met. First, all securities 
owned under the plan must be transferred to the deceased’s spouse or a qualify- 
ing spousal trust as a result of his death or a disclaimer or renunciation by a 
beneficiary under his will dr intestary. Second, all the deceased’s rights and obliga- 
tions under the plan must be transferred to or assumed by the spouse or qualifying 
spousal trust within 15 months of the taxpayer’s death. Third, it can be established 
that the first two conditions are satisfied within 15 months of the taxpayer’s death 
or such longer period as is reasonable in the circumstances. Where these require- 
ments are met, the spouse or qualifying spousal trust will, in effect, become the 
participant under the deceased’s plan at the date of death on a “‘rollover’’ basis 
and the deceased’s capital gain or loss from the plan for the year of death will be 
deemed to be nil. 


Subclause 12(3) 


This sets out the effective date for the amendments to section 70 of the Act. 
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Section 74 of the Act contains rules attributing income, gains and losses arising 
from property transferred between married individuals back to the original owner 
of the property. These rules also apply where other property has been substituted 
for the originally transferred property. 


Subclause 13(1) 


Subsection 74(2) provides that a taxable capital gain or allowable capital loss real- 
ized on a disposition of property previously transferred to the spouse of a taxpayer 
is treated as a taxable capital gain or allowable capital loss of the taxpayer and 
not of the spouse. Paragraph 74(2)(f) provides a similar rule with respect to 
indexed security investment plans. Any part of a capital gain or loss from an 
indexed security investment plan that reasonably can be considered to relate to 
property transferred between spouses or property substituted therefor will be 
attributed to the original owner as long as he is resident in Canada and the trans- 
feree is his spouse. Property income from the transferred property or property 
substituted therefor will be subject to the existing attribution rules. 


Subclause 13 (2) 


Paragraph 74(7)(b) of the Act provides an exception to the attribution of taxable 
capital gains and allowable capital losses where the spouses are separated pursu- 
ant to a decree, order or judgement of a competent tribunal or a written agree- 
ment and the origina! owner and his spouse jointly elect not to have the attribution 
rules apply. The amendment to paragraph 74(7)(b) adds any part of a capital gain 
or loss from an indexed security investment plan that reasonably may be con- 
sidered to relate to a period when the spouses were separated to the exception 
from the foregoing attribution rules 


Subclause 13(3) 


This sets out the effective date for the amendments to section 74 of the Act. 
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Clause 14 


Subsection 75(2) provides attribution rules in respect of property transferred to 
certain trusts, commonly known as “‘reversionary trusts’. This amendment pro- 
vides that any capital gain or capital loss of a reversionary trust from an indexed 
security investment plan that reasonably may be considered to be derived from 
property transferred to the trust or property substituted therefor will be attributed 
back to the transferor during his lifetime while he is a resident of Canada. 


The effective date for the amendment to section 75 of the Act is set out in sub- 
clause 14(2) of the draft legislation. 


Deemed Dividends 
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Clause 15 


Under subsections 84(1) to (4) of the Act, a shareholder is deemed to have 
received a dividend as a result of certain corporate transactions. In certain circum- 
stances subsection 84(8) overrides this rule by treating such a dividend as pro- 
ceeds of disposition. Subsection 84(8) is amended so that a deemed dividend on a 
share of a corporation will be treated as proceeds of disposition where the share- 
holder was not dealing at arm’s length with the corporation and the share is owned 
under an indexed security investment plan. As a result, such an amount will reduce 
the indexing base of the plan in accordance with new subparagraph 47. 1(4)(a)(iii). 


The effective date for the amendment to section 84 of the Act is set out in sub- 
clause 15(2) of the draft legislation. 
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Deemed Disposition 
of Property by Trust 


ITA 
104(5. 1) 


ITA 
104(6)(b) 


ITA 
104(8) 
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Clause 16 


Subclause 16( 1) 


Subsections 104(4) and 104(5) of the Act treat a trust as having disposed of cer- 
tain of its property at fair market value on stated days. Generally, those days are 
the day of the death of a spouse and every 21 years thereafter in the case of a 
qualifying spousal trust, and every 21 years in the case of all other trusts. 


New subsection 104(5.1) will complement subsections 104(4) and (5) where the 
trust is, or was previously, a participant under an indexed security investment plan. 
For purposes only of computing a trust’s capital gain or capital loss from such a 
plan for a taxation year that includes a stated day, subparagraph 104(5. 1)(a) 
deems the trust’s taxation year to end on such stated day and a new taxation year 
to commence immediately thereafter. All indexed securities owned under an exist- 
ing plan are deemed to have been disposed of before the end of this year at their 
fair market value and to have been reacquired at that amount at the beginning of 
the new.taxation year. The trust’s capital gain or capital loss for the year from the 
plan will be equal to its gain or loss for the year from the plan. The result is an 
immediate acceleration of all capital gains and losses from the plan in the year. 


New paragraph 104(5.1)(b) provides that where the trust was a participant under 
an indexed security investment plan which had previously been terminated and the 
capital losses from the plan are being amortized in accordance with the provisions 
of subsection 47.1(10), the trust will be treated as having a capital loss from the 
plan for the year deemed ended equal to the total of all amounts that would other- 
wise be its capital losses from the plan for that year or any subsequent year. The 
result is an immediate acceleration of all capital losses from all previously ter- 
minated plans. 


Subclause 16(2) 


Subsection 104(6) of the Act permits a trust to deduct in a year any income pay- 
able in the year to a beneficiary. However, a spousal trust cannot deduct taxable 
capital gains payable to a beneficiary where the gains arose as a result of a 
deemed disposition of property under subsection 104(4), 104(5) or 107(4) of the 
Act. Under the amendment to paragraph 104(6)(b), the trust will not be permitted 
any deduction for taxable capital gains payable to a beneficiary which arose as a 
result of the provisions of subsection 104(5.1). Accordingly, such taxable capital 
gains will be taxed as income of the spousal trust rather than as income of the 
beneficiaries. 


Subclause 16(3) 


Subsection 104(8) of the Act prohibits a trust from deducting certain income pay- 
able in a year to its beneficiaries. Generally, the trust may not deduct income on 
which a non-resident beneficiary would be taxable under Part | of the Act if he 
earned the income directly or, where the trust is a qualifying spousal trust, deemed 
income arising as a result of the application of subsection 104(4), or (5) or 107(4). 
The result is that such income is taxed in the hands of the trust and is not taxed 
when distributed. 


ITA 
104(25) and (25. 1) 


Subsection 104(8) is amended in three respects. First, subsection 104(8) will apply 
where a qualifying spousal trust that is a participant under an indexed security 
investment plan has a taxable capital gain from the plan as a result of a deemed 
disposition of securities owned under the plan under subsection 104(5.1). Second, 
the subsection is amended to correct a technical deficiency that may result in cir- 
cular computations where a preferred beneficiary election is made in respect of the 
income of the trust. This circularity is also addressed by the amendment to para- 
graph 108(1)(a) in clause 18. Third, the subsection is amended to make it clear 
that it applies to amounts that are payable to affected beneficiaries. The amend- 
ments to this subsection apply after November 12, 1981 where the trust is an inter 
vivos trust and for taxation years commencing after November 12, 1981 where the 
trust is a testamentary trust. 


Subclauses 16(4) and (5) 
The amendments to subsections 104(25) and (25.1) of the Act are consequential 


to the amendments to subsection 104(8) of the Act. These amendments apply to 
taxation years ending after November 12, 1981. 


Subclause 16(6) to (8) 


These set out the effective dates for the amendments to section 104 of the Act. 
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Determination of 
Cost of Property 
other than an 
Indexed Security 

or a Non-depreciable 
Capital Property 


ITA 
107(3) 
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Clause 17 


Subsection 107(3) of the Act provides a special rule to determine the cost of prop- 
erty, other than non-depreciable capital property, distributed by a trust toa 
beneficiary in satisfaction of the beneficiary’s capital interest. The amendment to 
this subsection excludes a security held under an indexed security investment plan 
from this special rule since such a security will be disposed of by the trust under 
the plan and reacquired by it at fair market value before its distribution to the 
beneficiary. 


The effective date for the amendment to section 107 of the Act is set out in sub- 
clause 17(2) of the draft legislation. 


Definitions 
Relating to 
Trusts 


ITA 

108(1)(a) 
“Accumulating 
Income”’ 


Clause 18 


Paragraph 108(1)(a) of the Act defines the term ‘‘accumulating income’”’ of a trust 
as its income before making any deduction as a result of a preferred beneficiary 
election and after excluding any taxable capital gains or other income of a spousal 
trust which arose from a deemed disposition of property under subsection 104(4), 
(5) or 107(4). This paragraph is amended in two respects. First, it is amended to 
exclude from accumulating income any taxable capital gain for a year from an 
indexed security investment plan which arose by virtue of the application of new 
subsection 104(5. 1). Second, it is amended by adding the reference to subsection 
104(8) to provide for an ordering in the application of subsections 104(6), (8) and 
C2) 


This amendment applies after November 12, 1981. 


63 


Interest and 
Dividend Income 
Deductible 


ITA 
110. 1(5)(c) and (d) 
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Clause 19 


Section 110.1 of the Act provides for a deduction from taxable income of up to 
$1,000 in respect of certain interest, dividends, capital gains and other categories 
of investment income. Subsection 110. 1(5) of the Act defines the term “‘grossed- 
up dividends”’ for the purposes of this deduction. Paragraph 110. 1(5)(c) provides 
that taxable dividends received by a taxpayer on an indexed security will not be 
eligible for this deduction. Paragraph 110. 1(5)(d) applies to deny this deduction to 
a dividend deemed to have been received by a beneficiary of a trust by virtue of 
subsection 104( 19) where the dividend either relates to the ownership of a unit of 
a mutual fund trust which is an indexed security or where the dividend can reason- 
ably be considered to relate to a taxable dividend received by a trust in respect of 
an indexed security. 


It also should be noted that subsection 47. 1(16) effectively denies this deduction 
in respect of capital gains dividends received by a taxpayer on a share of a mutual 
fund corporation that is owned under an indexed security investment plan. Simi- 
larly, subsection 47.1(17) effectively provides a denial in respect of capital gains 
distributions received by a taxpayer in respect of a unit of a mutual fund trust 
owned under an indexed security investment plan. 


The effective date for the amendment to section 110.1 of the Act is set out in sub- 
Clause 19(2) of the draft legislation. 


Losses Deductible 


ITA 
111(8)(b)(i) 


Clause 20 


Any non-capital losses of a taxpayer not deducted in the taxation year in which 
they are incurred may be carried back and forward in accordance with the provi- 
sions of paragraph 111(1)(a) of the Act. Paragraph 111(8)(b) of the Act defines a 
taxpayer’s ‘“‘non-capital loss’’ for a taxation year. Subparagraph 111(8)(b)(i) is 
amended to include the excess of any allowable capital losses for the year from 
indexed security investment plans over any taxable capital gains for the year from 
such plans in the calculation of a taxpayer’s non-capital loss for a taxation year. 


The effective date for the amendment to section 111 of the Act i$ set out in sub- 
clause 20(2) of the draft legislation. 
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Loss on Share and 
Fair Market Value 
of Share that is 
not a Capital 
Property or 
Indexed Security 


ITA 
112(4) and (4.1) 
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Clause 21 


Subsections 112(4) and (4.1) set out special rules which reduce the loss a tax- 
payer would otherwise incur in respect of shares of a corporation that are not capi- 
tal property. The amendment to these subsections provides that shares owned 
under an indexed security investment plan are not subject to these rules. 


The effective date for the amendments to section 112 of the Act is set out in sub- 
clause 21(2) of the draft legislation. 


Individual Resident Clause 22 
in Canada During 


Only Part of Year 


ITA 
114(a) 


Section 114 of the Act provides special rules to calculate the taxable income of an 
individual who is resident in Canada for only part of a taxation year. This amend- 
ment to paragraph 114(a) provides that any amount deemed by subsection 
48(1.1) to be a capital gain or capital loss from an indexed security investment 
plan for a taxation year will be considered to relate to the period when the 
individual was resident in Canada and accordingly will be included in the calcula- 
tion of his taxable income for that period. 


The effective date for the amendment to section 114 of the Act is set out in Sub- 
clause 22(2) of the draft legislation. 
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Where Individual 
Bankrupt 


ITA 
128(2)(d. 1) 
and (d.2) 
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Clause 23 


Subsection 128(2) of the Act applies where an individual becomes a bankrupt ina 
taxation year. New paragraphs 128(2)(d.1) and (d.2) provide special rules where 
the bankrupt is, or was previously, a participant under an indexed security invest- 
ment plan. Each indexed security investment plan under which the individual is 
currently a participant is deemed to have been terminated immediately before the 
time of his bankruptcy. The individual’s capital gain or capital loss for the year 
from the plan will be his gain or loss for the year from the plan. Where the 
individual has previously terminated an indexed security investment pian and sub- 
section 47. 1(10) is applicable, he will be deemed to have a capital loss for the year 
equal to the total of the amounts that would otherwise be capital losses for the 
year or any subsequent year. The result of these amendments is an immediate 
acceleration of all capital gains and losses from all plans, including previously ter- 
minated plans, in the year of bankruptcy. 


The effective date for the amendments to section 128 of the Act is set out in sub- 
clause 23(2) of the draft legislation. 


Election re 
Capital Gains 
Dividend of 
Mutual Fund 
Corporation 


ITA 
131(1)(b) 


Clause 24 


Paragraph 131(1)(b) provides that any amount received by a taxpayer as a capital 
gains dividend from a mutual fund corporation will be treated as a capital gain of 
the taxpayer from the disposition of capital property rather than as a dividend. The 
amendment to paragraph 131(1)(b) is consequential to new subsection 47. 1(16) 
which provides that a capital gains dividend received by a taxpayer on a share of a 
mutual fund corporation owned under an indexed security investment plan is to be 
treated as proceeds of disposition rather than as a capital gain. 


The effective date for the amendment to section 131 of the Act is-set out in sub- 
clause 24(2) of the draft legislation. 
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Rules Relating Clause 25 
to Segregated Funds 


ITA Section 138.1 of the Act provides rules governing the operation of related segre- 
138. 1(1)(a) gated fund trusts. This consequential amendment provides that the term “‘related 
segregated fund trust’’ is also applicable to new section 47. 1. 


The effective date for the amendment to section 138.1 of the Act is set out in sub- 
clause 25(2) of the draft legislation. 
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Idem 


ITA 
212(11.1)(a) 
and (11.2) 


Clause 26 


Subsection 104(8) of the Act prohibits a trust from deducting certain income pay- 
able in a year to its beneficiaries. Section 212 is the principal provision of the Act 

dealing with the non-resident withholding tax. Under paragraph 212(1)(c) distribu- 
tions of income by a trust to its non-resident beneficiaries are subject to this with- 
holding tax. 


Subclauses 26(1) and (2) 

Subsections 212(11.1) and (11.2) of the Act provide an exception from withhold- 
ing tax in respect of distributions which were not deductible by the trust in com- 
puting its income but which were subject to tax under Part | of the Act in the 
hands of the trust. The amendments to these subsections are consequential to the 
amendments to subsection 104(8) of the Act and are applicable after November 
121984. 

Subclause 26(3) 


This sets out the effective date for the amendments to section 212 of the Act. 
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Books and Records 


ITA 
230(1.1) 


he 


Clause 27 


Section 230 of the Act requires that taxpayers and other specified parties maintain 
adequate books and records to enable the Minister to determine the taxes pay- 
able under the Act or amounts that should have been deducted, withheld or col- 
lected under the Act. New subsection 230(1.1) requires the administrator of an 
indexed security investment plan to maintain adequate books and records to 
enable the Minister to verify a taxpayer’s capital gain or capital loss from the plan. 


The effective date for the amendment to section 230 of the Act is set out in sub- 
clause 27(2) of the draft legislation. 


Definitions 


ITA 248(1) 


“Cost Amount”’ 


“Indexed Security” 


“Indexed Security 
Investment Plan’”’ 


‘Participant’ 


Clause 28 


Section 248 of the Act defines many of the terms used in the Act. 


Subclause 28( 1) 

This addition to the definition of ‘‘cost amount’’ is consequential to new section 
47.1 and provides that the cost amount of property held under an indexed security 
investment plan is its fair market value at that time. It will be applicable where sub- 
section 107(2) is applicable as a consequence of the distribution by a trust of an 
indexed security. 

Subclause 28 (2) 

This new definition has the meaning assigned by new paragraph 47. 1(1)(e) of the 
Act. 

Subclause 28 (3) 

This new definition has the meaning assigned by new paragraph 47. 1(1)(f) of the 
Act. 

Subclause 28 (4) 

This new definition has the meaning assigned by new paragraph 47. 1(1)(h) of the 
Act. 

Subclause 28(5) 


This sets out the effective date for the amendments to section 248 of the Act. 
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Amendments to Income Tax Regulations 


ITR 
204. 1 


ITR 
209(1) 


ITR 
3200 


ITR 
3202 
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Section 1 


New section 204.1 of the Income Tax Regulations will require each administrator 
of an indexed security investment plan to make an annual information return in 
prescribed forrn in respect of a participant’s capital gain or capital loss from the 
plan. Such returns must be filed within 60 days after the end of the taxation year of 
the participant. 


Section 2 


Subsection 209(1) of the Income Tax Regulations provides that every person 
required to file certain information returns must forward two copies of that return 
to each taxpayer to which the return relates. This amendment includes the pre- 
scribed information return with respect to an indexed security investment plan in 
this requirement so that two copies of that return will be provided by the adminis- 
trator of the plan to the taxpayer who is the participant under the plan. 


Section 3 


Various provisions of the Income Tax Act provide for stock exchanges to be pre- 
scribed by regulation to the Act for purposes of those provisions. This amendment 
to the Income Tax Regulations prescribes that the Alberta Stock Exchange, the 
Montreal Stock Exchange, the Toronto Stock Exchange, the Vancouver Stock 
Exchange and the Winnipeg Stock Exchange are prescribed stock exchanges in 
Canada for the purposes of new section 47. 1 


Section 4 


Subparagraph 47. 1(1)(1)(i) provides, in part, that a trader or dealer in securities 
for purposes of an indexed security investment fund includes certain persons who 
are members of a prescribed contingency fund. New section 3202 has been 
added to the Income Tax Regulations to set out that the National Contingency 
Fund is a prescribed contingency fund for that purpose. 


Section 5 


This section sets out the effective date of the amendments to the Income Tax 
Regulations. 
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